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CONMTINTNTIAL .
- 2 December 1981
POLICY UNIT

PRIME MINISTER

INCENTTVES FOR NI CHATRMEN: E(NI) 3 DECEMBER 1981

You have pointed out the danger that a system of incentive pay-
ments could allow the Boards of energy-based industries to do well
by price increases. This can be avoided by designing the scheme
properly. For example, the bonus could be inversely related to
price increases. It could also be related to physical measures of
productivity and performance. It must be consistent with our
privatisation aims.

Difficult though it will be, we think the principle is absolutely
right. The strongest argument in its favour is that it will force
the industries and the Government to be absolutely clear about

their objectives., The central point in the CPRS report on

nationalised industries is the need for such el apitys. & T wid
oblige Whitehall to develop a higher degree of competence and
precision in its monitoring. Departments pay lip-service to this
but are reluctant to accept that it must mean changes in staffing
and organisation.

CPRS have recognised the complexity and suggested that the first
step would be to talk to a suitable NI Chairman, and then work out
a scheme with that industry. They suggest BT. We hear that this
whole idea is quite widely resisted within Whitehall; it is thought
to be "too difficult". It follows that if Ministers do decide to
experiment it will be crucial to select as a guinea pig an industry
whose Minister really believes the approach is worth trying. Keith
has pioneered it (successfully) with Ian MéGregor. We believe that
Patrick Jenkin is personally enthusiastic about trying to make it
work more widely. We therefore recommend you invite him to try.

As CPRS acknowledge at paragraph 23(i) it will be difficult to meet
the requirements of public accountability. These pressures cannot

help but conflict with the prime requirements for running a

business successfully: high profit motivation; risk-taking etc. To
put public accountability first would be to end up with NI manage-
ments that took no risks and behaved like the Civil Service itself,

/Yet no-one
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Yet no-one believes that would be any answer to the problem of
how to make NIs more efficient. It ought to be possible to
explain to the PAC that the whole purpose of incentive payments
is to act as a spur to efficiency. PAC difficulties are not a
good reason for abandoning the attempt.

I am copying this minute to Geoffrey Howe, Robin Ibbs and
Sir Robert Armstrong.

JOHN HOSKYNS

CONFIDENTIAL
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Reference P,0606 V\/\x:/

PRIME MINISTER

Nationalised Industry Board Members' Salaries

./~ (Minute of 20 November from Mr Ibbs, CPRS,
to the Private Secretary to the Prime Minister)

BACKGROUND

In his letter to you of 30 September Sir Robert Marshall complained on
S———————

behalf of the Nationalised Industries Chairmen's Group (NICG) of the

Government's decision to keep increases in board members' pay, with a

few exceptions, to within 6 or 7 per cent this year. He argued that

this was inconsistent with the new arrangements, introduced when the
nationalised industries were removed from the ambit of the Top Salaries
Review Body, whereby increases would be based on managerial and market
congiderations rather than on traditional comparisons and rankings.

In your reply of 13 October, you said that you would ask a Treasury
Minister to meet the chairmen. The Chancellor of the Exchequer,
together with sponsoring Ministers, intends to hold a meeting with the

NICG in mid-December.

2. As recorded in his Private Secretary's letter of 12 October to your
office, the Chancellor of the Exchequer feels that it would be desirable
to show willingness to allow a greater degree of flexibility in future

N

years. He suggested that the chairmen might be told that the Government
Mg didusmeas

would like to discuss with them the best way of achieving this, together
with the objective of relating pay at lower levels of management more
directly to performance. You asked the Central Policy Review Staff (cers)
to advise urgently on how the Chancellor of the Exchequer's wish to relate
salaries more directly to performance, both individual and corporate,
might best be put into effect. The outcome is the report circulated

under cover of Mr Ibbs' minute of 20 November to your Private Secretary.

1
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3. Mr Scholar's minute of 25 November records your scepticism of the

CPRS recommendations and your fear that the oil baSEE'IHEEEEEI;s would do
well from the scheme but that the rest would not, except by heavy increases
in prices. I think that the CPRS would argue that your point would be met
provided the scheme was related not to profits but to agreed objectives
which would include meeting not only financial targets and EFLs but also
performance aims (see paragraph 20 of their paper). The immediate

question before the Committee is whether they are sufficiently persuaded that

the CPRS' proposals are worth discussing with the chairmen and whether there

should be a pilot scheme. It would not be necessary to enter into a firm

commitment now. It is doubtful whether it would be worth calling for any
“ further internal work on the CPRS proposals; if they are to be carried
forward, it seems necessary to bring the nationalised industry chairmen

in now.

kL, It is an important feature of the CPRS scheme that it should not be

seen as a substitute for paying 'a proper basic salary'; they point out

that, in private sector schemes, bonuses are not used as a substitute for

inadequate pay and conditions. The NICG may well respond to this by
saying that while they are willing to look at the idea of a bonus scheme
this is not much to do with their complaints over basic salaries in 1981
and, potentially, in 1982, They could, for example, point out that,

apart from any industries subject to a pilot scheme, bonuses would not

be applying in 1982, They could well ask whether the Govermnment intends

to apply a 4 per cent norm to them in 1982, This is not something which
Ministers have discussed so far, and the meeting may well like to hear
from the Chancellor of the Exchequer how he will handle such questions

at his mid-December meeting. His answer will probably be that he will be
there to listen to the chairmen but not, at this stage, to say what will
happen in 1982,

HANDLING

5. After Mr Ibbs has introduced the CPRS paper you might ask the
Chancellor of the Exchequer to reply and then hear the views of each of

the sponsoring Ministers.

2
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04 The immediate question before the Committee is whether the
Chancellor of the Exchequer at his mid-December meeting with the NICG
can, without commitment, invite the chairmen to give their reaction to
the CPRS ideas preparatory to arranging for a detailed scheme to be
worked out for a particular industry - the CPRS suggest British Telecom.
The Committee may also wish to hear from the Chancellor of the Exchequer
how he will handle questions on the basic salary for 1982,

CONCLUSIONS

e You will wish to record conclusions on whether there is to be
further work on the lines proposed by the CPRS and on whether the
Chancellor of the Exchequer can discuss the scheme, and the possibility

of a pilot scheme, at his forthcoming meeting with the NICG.

R

P L GREGSON
2 December 1981

3
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To: MR SCHOLAR FuA 2[i2
2 December 1981
From: J R IBBS

Nationalised Industries! Board Salaries

155 Your letter dated 25 November to Mr Wright conveyed some initial

doubts expressed by the Prime Minister on the effectiveness of a payment—
by-results scheme for the nationalised industries, The Prime Minister's

scepticism seemed to be based on two observations:

(i) a fear that rising world oil price might make it easy for
the energy producing nationalised industries (e.g. BGC and NCB)

to meet targets;

(ii) more generally, that industries would seek to meet targets

through substantial price increases.

2. It should be possible to overcome both these difficulties in a
well designed scheme. The essential steps are to define clearly the
objectives that the Government wishes an industry to achieve; to express
these in terms of targets (quantified wherever possible); and to specify
any necessary constraints on how objectives are to be achieved and to

embody these constraints in the scheme.

513 For example, if one objective were a particular financing requirement,
not only would there be a target figure with a scale of bonus points
related to achieving or bettering it, but the scheme could also take

account of -

(a) the extent to which the target was to be approached by means
other than price rises (e.g. cost reductions or disposals).
Price increases above a specified level, or in excess of a
specified index, could be linked to penalty points; achieve-
ment of the financing target with lower prices could be linked

to additional bonus points.

(b) A formula for excluding from bonus calculations price changes
that related wholly to external factors over which the management

had no control, for instance world oil prices.

1
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kL, It is because of the need to take account of matters of this
kind that objectives must be properly defined, and the nature of the

business clearly understood, when a scheme is constructed,

s I am sending a copy of this minute to Sir Robert Armstrong.

/

2
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10 DOWNING STREET

From the Private Secretary

MR. WRIGHT

NATIONALISED INDUSTRIES' BOARD SALARIES

The Prime Minister has seen Sir Robert Armstrong's minute
to me of 24 November and also Mr. Ibbs' note of 20 November,
together with the report attached.

The Prime Miniéter agrees that Mr. Ibbs' paper should be

discussed at an early meeting .of E(NI).

As I explained to Mr. Ibbs, she has herself some doubts
about the approach in the CPRS paper. She commented as
follows:

"I am very sceptical. I suspect the oil-based industries
would do well because of the nature of the industry -
the rest would not, except by heavy increases in prices."

I am copying this minute to Robin Ibbs.

25 November 1981
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Nationalised Industries: Board Salaries

I have read with much interest Mr. Ibbs?®s note of 20th No vember
and the Report attached to it on the possibility of relating the salaries of
Nationalised Industry Board Members more directly to their performance.

25 I do not know whether a scheme of the kind proposed could be made
to be workable, and paragraph 23 of the note sets out some formidable
problems. To puta scheme into operation would certainly take a strong
commitment by Ministers and a determination to deploy the necessary
resources to overcome the problems.

3. Butl see considerable advantage in discussing the proposals in E(NI)
and then with the Nationalised Industries Chairmen's Group, before taking a
final decision on whether to proceed in this direction. The Chairmen will
not like the thinking in the CPRS paper, but I believe that it could have a very
useful effect for them to know that the Government were thinking on these lines,
and the resulting discussion could well help to open up thinking on the whole
matter of Nationalised Industries Board Members' salaries.

4. I am sending a copy of this minute to Mr, Ibbs.

Robert Armstrong

24th November 1981

CONFIDENTIAL
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10 DOWNING STREET NO

From the Private Secretary ' 24 November 1981

Dear lanm, ,

British Shipbuilders Board Salaries 1981/82

The Prime Minister was grateful for your
Secretary of State's minute of 17 November
about salary increases for Board Members of
British Shipbuilders.

She agrees the course of action proposed
in the Secretary of State's minute.

I am copying this to the Private Secretaries
to Members of E Committee, Adrian Carter
(Barney Hayhoe's Office); and to David Wright
(Cabinet Office).

Vo sinanddyy |

W'QW(, Salon
/

Ian Ellison, Esq.,
Department of Industry.
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From the Private Secretary : DOI 24 November 1981

Nationalised Industries' Board Members' Pay: Messrs Bosworth
and Reid

The Prime Minister was grateful for your Secretary of State's
minute of 13 November, in which he sought the agreement of
E Committee to the terms of reappointment of Messrs Bosworth and

Reid.

The Prime Minister agrees with your Secretary of State's
proposal in relation to Mr. Reid. But she does not agree to the
proposed increase for Mr. Bosworth. She has commented that there
is no reason why his salary should be higher than that of Chairmen

of other nationalised industries (and that if he chooses to leave,
sohe it ). g

I am sending copies of this letter to the Private Secretaries
to members of E Committee, and to the Chancellor of the Duchy of
Lancaster, and to David Wright (Cabinet Office).

Anthony Mayer, Esq.,
Department of Transport.




PRIME MINISTER

Nationalised Industries' Board Salaries

You have expressed doubts about this CPRS report on the
possibility of relating nationalised industries' board member
salaries to their performance.

On one point you have raised, that the board members would
be able to engineer success through heavy price increases, the
CPRS would argue that they are envisaging a number of success
indicators, some of which are unrelated to profitability:
53;?3;E;nce aims in terms of reduced real unit costs and/or
productivity aims; an assessment of service provided, whether
by non-financial indicators or consumer survey, and qualitative
assessment, by a panel, of performance against non-commercial

objectives (see paragraph 20 of the report).

The CPRS report is, no doubt, open to a number of criticisms.
But it is essential to make progress on this subject. Is not the
best way forward to have the report circulated to E(NI) for
discussion - obviously without any implied endorsement by yourself?

Do you agree to this? % (

|24 November 1981
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Wode \a/
Northern Ireland Office
Stormont Castle
Belfast BT4 3ST

The Rt Hon Patrick Jenkin, MP B
Secretary of State for Industry

Department of Industry

Ashdown House

123 Victoria Street

LONDON 24; November 1981

| PR EVN

I have seen a copy of your minute of 17 Ngyeﬁ%er to the Prime
Minister proposing a 16.7% salary increase for the Finance Director
of British Shipbuilders.

77

I note that Barney Hayhoe supports your view that an exceptionally
high increase for this position is justified by the high market
value placed on financial ability and the need to provide for

a satisfactory salary structure for the BS Finance Directorate.
I see no reason to dissent from this view and agree that the
proposed increase should be paid.

I am sending a copy of this letter to the Prime Minister, other
members of E Committee, Barney Hayhoe and to Sir Robert Armstrong.

PD
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PAY OF NATIONALISED INDUSTRY BOARD MEMBERS: MR BOSWORTH
AND MR REID OF BRITISH RAIL

N W atkess

TP

David Howell copied %g%%e his miﬁﬁle to you seeking clearance
of his paper E(81) M1 in correspondence.

2 The paper makes proposals for salary increases for

Mr Bosworth and Mr Reid of BR. The increase in Mr Bosworth's
salary is linked to the proposal to reappoint him for another
term as Deputy Chairman. I am bound to wonder whether

there is an opportunity here for a new appointment. One of the

major problems we seem to face with British Rial is getting

L the Board iggsl? to accept the need for rapid and far-
reaching changes. In these circumstances we need to give
especially careful scrutiny to the position of long-standing
Board members such as Mr Bosworth. I hope this is something
we can keep in mind even if reappointment in this case is
appropriate - and on this I am prepared to accept David Howell's

judgement, albeit with slight hesitation.

8% If Mr Bosworth is to be reappointed, T would not wish
to object to his being offered a salary of £46,000, provided
that this is not accompanied by any further improvement in

his pension arrangements.

4. I am also prepared to accept that Mr Reid should be

given a salary of £35.045 in order to give him parity with
the Vice-Chairmen of BR.




i Provided other colleagues are content, I do not think

that we need to discuss these proposals at E.

5} I am copying this minute to David Howell, Janet Young

and other members of E and to Sir Robert Armstrong.

13 November 1981

(P g B ?M:VJ weis )
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Nationalise Industr1e§""Board Salaries A b oot d AD -

L Lp Alrtante A7 /\-\‘9
it Your letter of 29 October conveyed a request om the Prime Minister
N g M_(

that the CPRS should produce a report, by 20 November, on the possibility

of relatingggztionalised industry board members' salaries to their performance.

2 Our report is attached. The conclusions are summarised at the
end (paragraphs A - D, page 11). In brief, we believe that payment-=by-resul ts
schemes for nationalised industry boards should be feasible and useful, though

" 5 “
they will need a sharper definition of performance objectives; some problems,

‘Particularly relating to accountability, will have to be overcome. If Ministers

agree, they will need first to discuss with the Chairmen, then subJect to

their reaction to a arrange for a detailed scheme to be worked out for a particular

industry. i

3 Your letter euggests that the Prime’Miﬁiéter;may wish to have

the report circulated for consideration in E(NI). Clearly Ministers will

wish to reach a view as soon as possible, so that the pay issue does not
complicate discussion of the broader issues arising out of the main
CPRS report,

k, I am sending a copy of this minute and the report to those who

received a copy of your letter.

7
S
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NI Board Salaries: Payment by Results

1 The CPRS was given a remit, in a letter of 29 October 1981 from the

Prime Minister's Private Secretary, to advise urgently on ways in which °

the concept of relating Board members' salaries more directly to their

performance might be put into effect. The aim was to provide a basis

for Ministerial decision on the line to be taken on Board Salaries which
~are shortly to be discussed with representatives from the Nationalised

Industries Chairmen's Group.

2, During the three weeks available for the study the CPRS has
confined itself to general principles, and has set out to answer two

basic questions:-

(i) would it be possible to design a practicable system of

payments by results for NI Board Chairmen and members?

(ii) if so, what are the wider implications that the Government

needs to take into account before deciding to proceed?

In the course of.the study, in addition to wider enquiries, we have had
discussions in depth with two companies which operate payment by results
schemes in this country and with one large company which after investigation
has decided not to do so. We also had detailed discussions with management
consultants, both here and in the United States, who have had experience of
developing, introducing and monitoring such schemes., In addition we had
talks with the Treasury, CSD and the Department of Industry.

Background to the Study

3 The Chancellor has suggested (his Private Secretary's letter to
Mr Scholar of 12 October) that relating Board salaries more directly to
performance could have a number of advantages in the present situation
on Board remuneration, This stems from the decision to remove the
salaries of members of nationalised industry Boards from the ambit of the

Top Salaries Review Body as from April this year, Ministers wanted greater

1
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flexibilitykto base salaries on market considerations’'~ that is on the
need to recruit able enough people to the Board, whether from inside
or outside the industry; the need to retain and reward Board members;
the need to have adequate differentials between Board Membefs and
Senior Management; the performance of the industry; and the general

economic climate.

4, Subsequently E Committee decided (E(81)23rd Meeting, Item 2) that
because of the difficulties of defending increases larger than those
elsewhere in the public sector, the generality of Board members should

be held to a 6% or 7% pay increase this year, with individual increases
above that level requiring special approval. The‘numher of exceptions

so far approved has been very limited. Sir Robert Marshall's letter

of 30 September 1981 to the Prime Minister expressed the dissatisfaction of
the Nationalised Industries Chairmen's Group with this situation, and with
the substantial decline in Board members' salaries in real tems over

the last decade.

5. Clearly a scheme of payment by results would offer, among other
things, a means by which total remuneration might be increased, and
justified in public, without undermining the anti-inflation objective

of general restraint of increases in basic pay not justified by performance.
To achieve this aim it would be essential that any scheme should be

soundly based and not merely be a way of disguising additional basic pay.
The purpose of the present study is to enable Ministers to assess, before
the possibility is raised with Chairmen, whether the concept of payment

by results for Nationalised Industry Boards is worth pursuing.

Purpose of a Scheme of Payment by Results

6. The main aim of payment by results schemes is to act as a spur to
improved performance. The overall effectiveness of any large industrial
organisation depends heavily on a few Board members and senior managers.,
The Government is not generally satisfied with the performance of the
nationalised industries, and if such schemes could give a sharper edge
to Boards and senior management the return in terms of improved results

would be very great.

2
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7 The purpose of such schemes is not to induce management to work
harder; the major benefit claimed for them is that they encourage managers
to work more effectively. This is because efforts are better focussed

on the objectives built into the schemes. Hence those designing the

schemes must be clear about objectives.

8. Such schemes also have the effect of increasing average remuneration .
~ As already mentioned, this may be a useful by-product given the current
situation on Board pay., But the schemes should not be seen as a reason

for letting base rates remain permanently depressed.

Private Sector Executive Bonus Incentive Schemes

9. In the United States there are executive bonus incentive schemes
of some kind in most large companies.' In the UK a small but rising number
of companies is now adopting such schemes, Their essential elements

comprige =

(i) commitment at the top of the organisation to make the scheme work,

since it sets the overall management style;

: (ii) pre-set targets, defined as precisely as possible;

(iii) a clearly understood set of rules for the scheme involving a

sliding scale of bonus payment levels from zero to an agreed
ceiling depending on performance against the pre-set targets.

To be effective, such honus payments need to be substantial - a
minimum of 20% of hase salar& if targets are achieved, with the
opportunity of a higher pay-out, of up to 50% or more, as a reward
for exceptional performance. At the same time it must be clear
that the scheme will provide a nil payment for below-standard

performance.

bonuses are not used as a substitute for inadequate pay and
conditions., The two UK companies operating bonus schemes, which
we interviewed during this study, had base salaries in the top
quartile. The theory is that salary relates to a man's overall
market value and value to the company; above-standard performance
year by year is rewarded additionally by bonuses. These are

normally non-pensionable.

3
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10. Each scheme is tailor-made to suit the objectives of the management

introducing it. The most important variations concern:—

(i) whether the schemes are completely based on quantitative,
non-discretionary criteriaj or whether they include qualitative -
factors and a part-subjective assessment of performance. We
found'that in the more complex, comprehensive schemes

qualitative and part-subjective elements are inevitable;

(ii) whether the schemes are based only on collective performance,

or relate at least partly to the performance of individuals;

(iii) whether schemes based on annual targets are supplemented by
longer-term schemes to ensure that longer-term objectives

are not sacrificed to short-term success.

145 Companies operating such schemes appeared satisfied that they were
., effective in UK conditions and among UK managers, especially given the
reduction of the marginal rate of tax to 60%. The effect was to align
managers ' objectives more closely with those of the company, to make sure
that target objectives and individual responsibilities were clear, and to

get painful decisions taken earlier.

42, We discusséd the US experience with consultants in New York, with
particular reference to utilities. Incentive schemes are not usual there
in utilities., This is because the culture of utilities is very different
g from the general US business culture, and attracts a different and more
risk-averse type of executive; and because publiec utility regulatory
commigsions would normally be reluctant to.admit high bonus compensation

as a valid element in the cost base.

153 However, we found of particular interest the experience of the major
US telephone utility (AT and T). This company decided to change its
management style in order to succeed in a future that it foresaw becoming
less monopolistic and more competitive. Consultants advised on the
introduction of an executive bonus scheme to sharpen up the management

‘and attract higher calibre executives. The scheme was based half on return
on capital and half on performance indicators such as consumer installation

times and lapsed time to dial tone. Recently, however, the company decided

I
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to switch to direct sampling of consumer attitudes as.a major element in
the performance indicators, because they found this the only way of
ensuring that the indicators reflected consumer preference properly and

did not distort management efforts. We were advised that the introduction
of the incentive scheme had been successful in achieving the cultural
change the top management had wanted, and also in attracting more thrusting
executives from outside the industry whq otherwise could only have been |

attracted through "exorbitant" fixed salaries.

Application of Bonus Incentive Schemes in the Nationalised Industries

14, One type of payment by results scheme has already been applied to a
nationalised industry appointment. In April 1980 the then Secretary of
State for Industry appointed Mr Ian MacGregor as Chairman-elect of BSC on
the basis of an agreement with Lazard Freres Co. New York (LFNY) which
provided for substantial payments to LFNY for Mr MacGregor's services,

and in addition

"final payments of up to £1,150,000 to be determined by a Review
Committee which is to base the decision on its opinion of the
establishment under the Chairmanship of Mr MacGregor of a strong
and healthy Corporation and the improvement (or deterioration) in
the performance of BSC in the three years from 31 March 1981",

15555 After initial amazement, the LENY contract seems to have been
accepted by public opinion and the BSC workforce, apparently due to the
exceptional talents of Mr MacGregor and the widespread wish for him to
succeed. The effect of the contract on his performance at BSC can,
however, only be a very general one in terms of overall success or

failure. This is because of the great uncertainties against which his
performance will have to be judged., Because of these uncertainties it took
eleven months to agree the criteria for the performance payments set out in the
Annex. Mr MacGregor's first Corporate Plan was essentially an interim
plan, and it is only now (nearly half-way through his period of office)
that he is expected to put forward a firm Corporate Plan, It is clear

that a very heavy weight of Jjudgement will fall on the independent Review
Committee when it comes to determine the final payments due to LFNY, .

5
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16% The arrangements for Mr MacGregor's service are an important
development and a valuable indication of what can be devised. But to
be satisfactory a scheme for direct annual payments to individuals | :
-would need to be based on more closely defined initial objectives and

to be less dependent on the discretionary judgement of assessors,

v17. In the light of our review of bonus incentive payments schemes

in the private sector, including experience in the United States as
~well as the United Kingdom, we believe that it would be feasible to
devise workaﬁle schemes for each major nationalised industry, and that
these might be expected to have a positive effect on performance.
However, this would not be easy. As already emphasised, if a scheme

is to be satisfactory, a substantial element of the payment needs to
depend on clearly defined objectives, operating targets and performance
aims, None of the industries yet has these in a form that would be
adequate as a basis for?good incentive scheme, although work which
Ministers have already approved on objectives and the systematic review of
corporate plans should in due course go a long way to provide them, One
benefit of taking steps to set up bonus incentives schemes might be that
it would create increased pressure for getting on with.definition of

objectives, targets and performance aims.

18, Each industry would need to be closely involved in the construction
of the scheme that was to apply to it. Experienced consultants would be
needed to advise in detail on the selection and specification of performance

indicators and the setting of quantified target levels,

19, Even given good progress on quantified targets it is likely that

there would have to be some element of subjective Jjudgement in arriving at
the specific payments to be made under the scheme. This would arise in
order to make adequate allowance for the impact on performance of factors
outside the industry's control, and in order to assess some aspects of
performance which it may not be possible precisely to quantify by means of
a formula. This need arises even in private sector schemes, but is likely
to be a particular feature for nationalised industries because of the
impact of non-commercial objectives. To provide subjective judgement,
where this is unavoidable, a reasonably kpowledgeable but independent small
panel would be needed, as was set up for dealing with payments

6
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to LFNY for Mr MacGregor's services.

20, A crucial element in any scheme would be to strike an appropriaté
balancé between the factors that relate to the various economic and social
objectives for the industry, Definitions and relative weighting would have
to be devised specifically for each industry, and would need to be settled
by the Secretary of State in consultation with the Chairman. The indicators

might include:=-

financial return on assets;
cash generation (relating to EFL and disposals):

performance aims in terms of reduced real unit costs and/or

productivity improvements;

assessment of service provided, whether by non-financial indicators

or consumer surveys

qualitative assessment by a panel of performance against non-

commercial objectives.,

21, In the first instance a séheme might be based on annual performance
indicators for the industry as a whole, with the related bonus shared by
the Chairman and executive Board members in agreed proportions. It should
be possible to work out a straightforward scheme on these lines reasonably
soon after the objectives for the industry have been settled, which it is

hoped will be by early next year. But US experience suggests that, when

a straightforward group scheme has been devised, it will then be worth developing

it in two directions:=

(a) The bonus for individual Board members might be related not only
to the overall performance of the industry, but more specifically
to their individual performance against targets set ﬁy the
Chairman, This is clearly likely to have a stronger incentive
effect,

There could be a medium-term as well as an annual element in the
bonus so as to ensure that longer-~term objectives are not
sacrificed in achieving immediate targets. This could take
account of performance against the Government's wider

objectives for the industry = such as forming separate profit

centres, privatisation, and introducing competition - as well
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as cumulative performance against annual targets.

22, We have'considered whether a scheme could be introduced under
existing statutes or would require new legislation. At present the
statutes provide for the Secretary of State to determine Board salaries.
Clearly the Board would want some assurance that the bonuses awarded

by a panel would not be overridden by Ministers on wider economic grounds.,
We are advised that under the present legislation sponsor Ministers could
not formally transfer to a panel their statutory power to determine
salaries. A Bill to transfer to a panel the power to determine bonuses
(but not basic salaries) would be legally straightforward, but might

be politically controversial., The Boards might be satisfied instead by a
firm Government assuiance that bonuses will be paid as recommended, and that this

will be treated as part of Board members' conditions of appointment.

25 Ministers will need to recognise that there are special problems

in introducing a scheme in the public sector:-

(i) The scheme will face the special requirements of public accountability.

Ministers will not only have to defend the scheme initially, but
answer questions on individual salaries as these are published
(probably as basic salary plus bonus rangeéabeforehand, and in
precisé figures after the level of bonus has been determined),
It may not always be easy to défend these figures, against
Ministerial, public and political perceptions of the industry's
actual performance., The PAC may well wish to probe the scheme,
and the resulting salaries, in some detail. This degree of
publicity is also likely to be unwelcome to Chairmen and Boards
(and potential recruits) as against the confidentiality of

private-~sector schemes.

To set realistic targets will require detailed business expertise.

The basis for the targets must comelfrom the industries themselves
but their views will need to be probed and tested. The CPRS doubts
whether Whitehall can at present muster the detailed knowledge and
experience which will be needed to set the targets. Consultants
might be used at the preparatory stage, but Departments will have
to take the main responsibility for getting the targets right.

This will require some strengthening in the resources of business

Judgement available to them,
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(iii) Closely defined objectives impose constraints. Once bonus
payments are dependent on objectives there 'will be reluctance to
accept minor variations sought by Ministers that were not éﬁticipated
when the objectives were set. Any diversion of executive fime
from pursuit of the targets is likely to be resisted. Major new

issues would certainly require revision of the objectives,

Congiderable staff time will be needed, at senior levels in
Whitehall and the industries, in setting the targets, adapting
them in the light of experience, measuring performance against
them and presenting material to the panel, Some of this work
would be necessary in any case, to define objectives and monitor
performance; but it is likely to be more intensive and detailed,
particularly when schemes relate to the specific responsibilities

of‘éach Board member.

The final - doubt concerns the effect on Board members. This depends

on whether the people concerned have the energy and capacity to
respond to the incentive being offered them. No doubt outside
recruits attracted by the scheme, and some of the more able
insiders, will do so. But some Nationalised Industries have
offered relatively low-paid, more secure careers than the private
'sector;]so that it must be doubtful whether some of the executives
they have been able to recruit and retain will be ready to respond
to the new incentive. At least the schemes should ensure that
those who fail to improve performance remain on or near their
basic salaries and are clearly identified. (Fear of being seen to

fail can be a powerful motivator).

2k, In the CPRS view, none of these objections is insuperable. But Ministers
should be aware of the difficulties. It will take a strong commitment
by Ministers, and a determination to deploy the necessary resources to

overcome the problems, if the scheme is to be effective in the public sector,

‘Attitnde of Boards

25% It will be 'important that Ministers take into account the likely
response of NI Chairmen and Board Members. The introduction of a bonus incentite
scheme would make explicit the change in the Government's relationship with

the industries that is implicit in the CPRS recommendations already endorsed

: 9
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by Ministers, It would be clear that Ministers not the Boards decided what the
national interest was and that the pay of Board Members depended in part
on meeting the specific objectives determined by Ministers.

26, A bonus incentive scheme is no substitute for paying Board membera.

& proper basic salary, The Chairmen would probably therefore want some
reassurance that its effect would not be to delay and depress increases

in their base pay yet further. There is.a related point on pensions,

Bonus payments in the private sector arevnearly always non-pensionable,
Because they are designed to fluctuate, and a pension based on high bonus
payments in an executive's final years could prove very expensive in a case
where there have been low pension contributions in earlier years., The same
argument holds for the public sector. Thus Board members will be doubly
concerned about the possible repercussions of bonus payments on basic pay,
which will continue to determine their pensions., However, if such schemes are
seen as the only wéy in which Board members' remuneration can be substantially

increased the Chairmen may be willing to introduce them.

Next Steps

27, The CPRS believe that the benefits offered by bonus incentive schemes
for nationalised industries are likely to be worth the effort that will

be needed to devise them and to solve the additional problems that arise

in introducing such schemes in the public sector. It must be recognised
that to introduce such schemes extensively will take at least a year,

If Ministers agree, the next stage will be to let the nationalised industry
Chairmen lmow of the Government's interest in exploring in depth the

feagibility of such schemes and their detailed implementation.,

28, Thereafter, the immediate step would be to engage consultants to
construct a scheme for a specific industry. They would need to work closely
with the sponsor Department and the industry itself. The support of the
Chairman would be important for this work to be fruitful., There would,
however, be no point in starting until Ministers had agreed the objectives

for the industry and there was reasonably good understanding with the

10
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Chairman of what the principal performance aims should be. The CPRS suggests
that British‘Telgcom might be a suitable industry for this purpose.’ :
The Government's immediate and longer-term aims for it are already reasonably

clear and its size and complexity are sufficient to provide a good basis

on which to judge whether to go ahead with schemes for all or most of the
major industries.

Conclusions and Recommendations

A, We consider that payments by results schemes could be devised for
i s il

each nationalised industry Board, and should bring about some improvement

in performance of the industries. This would arise in particular from

closer focussing on objectives and performance aims. (We also believe that
m——————————— R a— ;

the introduction of payment by results for nationalised industries might

be a useful lead in encouraging an increase in results oriented attitudes

elsewhere in British industry.)

B. Potentially a bonus scheme offers a means of providing a publicly

justifiable.gubstantial increase in remuneration by linking it with
results,

C. We consider that the key to implementing such schemes would be a close
définition of objectives, and agreement on them between sponsoring departments‘
and Boards; perforﬁance aims would also need to be defined. The support

of the Chairmen concerned would be essential, As yet objectives and

performance aims suitable as a basis for such schemes are not generally
available; the intention to introduce payment by results might be a useful
way of increasing pressure for getting on with much needed definition of

objectives, targets and performance aims.

D. There would be special problems in implementing such schemes in the
public sector relating to accountability and staff resources. Ministers would

have to be prepared for these and take the necessary action to overcome them,

E.  If Ministers decide to pursue further the possibility of introducing
payment by results schemes, then the next step would be to seek the
agreement of a nationalised industry Board (perhaps British Telecom) for

experienced consultants to work out a detailed scheme with them and
their sponsor department,

11
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Payments to Lazard Freres and Co, New York, based on the
Performance of the British Steel Corporation under ‘the
Chairmanship of Mr Ian MacGregor

On 29 April 1980 the Secretary of State for Industry entered into
an Agreement with Lazard Freres & Co, New York (LFNY) for the
release of Mr Ian MacGregor from his duties and obligations as a
General Partner of LFNY in order that he should serve as Chairman
of BSC for 3 years from 1 July 1980,

a2 The terms of the Agreement provided that the Secretary of
State would compensate LFNY for the release of Mr MacGregor, who
has become a Limited Partner in LFNY in which he retains a
greatly reduced interest. This compensation to LFNY was to take
2 separate forms:

(a) an initial payment of £675,000, part of which
is returnable if Mr MacGregor does not serve
the full 3 year term as Chairman;

(b) final payments of up to £1,150,000 to be
determined by a Review Committee which is to
base its decision on its opinion of the
establishment under the Chairmanship of
Mr MacGregor of a strong and healthy
Corporation and the improvement (or
deterioration) in the performance of BSC in
the 3 years from 31 March 1981.

e The final payments are to be made in two stages: a first
performance payment of up to £700,000 to be determined when the
results for the year ending March 1984 are known, and a final
performance payment of up to £450,000 to be determined after the
results for the year ending March 1985 are known.

4, The members of the Reviéw Committee have already been
announced. They are:

Chairman Mr John Gardiner

. n Mr Albert Frost
. Nominated by L&NY Toralue: v
Nominated by the Mr K J Sharp
Secretary of State Mr J R Steele

The Agreement provides that the Review Committee should be guided,
in determining the performance payments to LFNY, by Agreed Criteria.
These Criteria were to be determined by discussion between the
Secretary of State, LFNY, Mr MacGregor and the Review Committee.
These discussions have now been completed, and the attached document
sets out the Agreed Criteria,

il
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Payments to Lazard Freres, New York

Agreed Criteria for the Review Committee

4 If Mr MacGregor serves a full 3-year term as BSC Chairman,
the Committee has to determine a first performance payment of up
~to £700,000 soon after 31 March 1984, and second payment of up to
£450,000 soon after 31 March 1985. This note sets out the Agreed
Criteria required to be determined under Paragraph 3(c) of the
Schedule to the Agreement of 29 April 1980 for the guidance of the
Committee in determining the amount of the payments which in their‘
opinion "reasonably reflects the establishment under the Chairmanship
of IKM of the health and strength of BSC and improvement (or
deterioration) of its performance within the period of three years
from 31 March 1981". No suggestions are made for allocations of
the payments to reflect the performance in particular years up to
31 March 1984. But in exercising its discretion, the Committee
should recognise that the Government is looking for a progressive
improvement in BSC's performance over the years in question, and
that the effects of Mr MacGregor's chairmanship should be more
apparent in the later years.

2 In assessing performance, the Committee should be guided in
particular by the following._

Heading I - Profit and Loss Targets

3  This heading covers the achievement by BSC of the profit and
loss targets (before tax and interest) agreed for each relevant
financial year between BSC and the Government. Where targets are
revised during a year, the revised targets should form the basis

of the assessment. The Committee's assessment should take into
account the attainment of the targets year by year, the need to
achieve a progressive improvement during the period and the overall

achievement over the period as a whole.

4 It is left to the discretion of the Committee to decide what
shortfall from the profit and loss targets should disqualify LFNY
from payments under this heading. In assessing performance under
this heading, the Committee, in addition to the level of profit or

loss achieved in relation to the targets, should also have regard

2 AL LW e
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to the level of output of the Corporation in terms of total tonnage
and in relation to the size of the UK markets it serves and the amount
it exports; changes in the capital structure of the Corporation; and
any variations in accouhting practices adopted.

Heading II - Cost Reduction

5 Targets for cost reduction will include such aspects as
reductions in manning levels, better plant utilisation, improved
energy utilisation and other improvements in efficiency. A

different balance between the different aspects of cost reduction

may be appropriate in different years. The Committee should, in

its assessment of performance.under this heading, have regard to the
extent to which cost reduction targets, agreed between the BSC and
the Government (whether in a Corporate Plan or otherwise) have been
met. To earn payments under this heading there should be improvements
across the board in the indicators chosen, although failure to secure
a significant level of improvement in one particular indicator should
not prevent LFNY from receiving payment if the overall cost—reductlon
programme had gone well.

Heading III - Privatisation
6 The Government attach particular importance to reducing the
size of the public sector involvement in the steel industry, and
as a consequence to the transfer, wholly or'partly, to the private
sector of BSC assets and activities. In.making an award under this
heading the Committee should not make separate annual assessments
but should take into account the extent to which BSC has been
privatised over the period of Mr MacGregor's chairmanship.

4
7 Any transfers to the private sector which affect BSC's
performance should not be a ground for ‘a reduction of payments

under other headlngs.

Heading IV - Broader Assessment of BSC's continuing Health and
Strength
8 The Commlttee should take into account the qualitative factors
reflecting BSC's longer term health and strength. These factors
would include, but are not limited to, management structure,
business organisation, financial control, management succession,
technical developments, labour relations and general reputation,
at all levels of the Corporation. .., i : o

3 3 ; I
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.Assessment of Payments by the Committee
9 ' The Committee should, in.determining payments under the

Agreement

and loss targets under Heading I and cost reductions under Heading II;
about one-third of the money available under the Agreement should

be allocated for consideration of an award under each of these headings.

10 The BSC will be expected to adhere to the External Financing
Limit (EFL) as originally set for each relevant Financial Yeaf'by
the Government after consultations with the BSC. Although cash
discipline is an important indicator of financial performance, the
Committee should regard adherence to EFLs as a normal and necessary
part of the discipline to which all the nationalised ihdustries

are subject, and adherence to the EFLs should not be treated as

an element meriting performance payments. The Committee should
consider, however, whether success by BSC in achieving its objectiveé,
whilst Tequiring less than the originally agreed EFLs, should be
regarded as an element Justifying an increased award under Heading 2
and conversely whether failure to keep within the original EFLs
should be regarded as Justifying a reduced award under Heading I.

11 The effects of external economic circumstances will normally
be taken into account each year by the BSC and the Government in
'setting profit and loss, EFL and cost reduction targets. Where
unforeseen circumstances arise 'during the year, which are judged

to be beyond the reasonable capacity of the Corporation to
accommodate within their original targets, the appropriate response
is for the Government and the BSC to reconsider the targets. As

a general rule, therefore, the Committee should not take external
economic circumstances into account in assessing pérformance. They
should however take into account any directions given by the
Government to BSC which may restrict BSC's ability to achieve its
targets.

12 }The Government will maintain and make available to the Committee
a file .of documénts relevant to the Committee's task.

4
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PRIME MINISTER

BOARD MEMBERS' SALARIES: BRITISH SHIPBUILDERS AND BRITISH RAIL

There are two current proposals for increases for specific

| —

nationalised industries' Board Members' salaries, relating to

Mr. Hares (British Shipbuilders) and Messrs. Reid and Bosworth
(British Rail).

Mr. Ibbs has expressed some doubts to me about whether

Mr. Bosworth is worth the increase proposed, given what Mr. Ibbs

describes as his somewhat peripheral role in BR's main task -

running the railway system efficiently.

In his two notes (attached), Mr. Vereker argues that
you should intervene in these individual cases only where a
particularly large increase or a particularly sensitive Chairman
is concerned; he suggests that you intervene in none of the
current cases.

Content to agree to Mr., Howell's (Flag A) and Mr. Jenkin's
(Flag B) proposals, provided other colleagues are also satisfied
with what is proposed?

oLoMV‘

{ f‘o 90D
20 November 1981 u«u:
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MR. SCHOLAR cc. Mr., Hoskyns

British Shipbuilders Board Salaries

In his minute of 17 November, Patrick Jenkin seeks the
endorsement of colleagues to a 16.7% rise in pay for the BS

Finance Director. %5

Since the re-organisation, the agreement - which has been
obtained - of Mr. Hayhoe to a proposal from a sponsored
Department constitutes, of course, Treasury approval; and those
in the Treasury's Industry and Employment Division who would
normally second guess this kind of issue are no longer involved.
It would, therefore, be consistent with the approach I have
hitherto advised the Prime Minister should adopt on these
nationalised industry board salary questions for you to indicate
that she i§ content with the proposal, given that other colleagues

concerned are too. I think the Prime Minister ought to intervene

N g g
only in the case of a particularly large increase, or a

particularly sensitive chairman.

J. M. M. VEREKER

17 November, 1981
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PRIME MINISTER

BRITISH SHIPBUILDERS: BOARD SALARIES 1981/82

This year salary increases for Board Members of British
Shipbuilders will, with one possible exception, all be kept
within 7%.

2 The non-executive members recommend a salary for the Chairman
of £55,000 (an increase of 14.6%) having taken into account his
double function as Chairman and Chief Executive. Mr Atkinson has
made determined efforts to improve the Corporation's performance
over the past 18 months and I have some sympathy with this
recommendation, but since other Nationalised Industry Chairmen

are being kept to 7% I have decided to keep his increase to this

figure.

3 I believe, however, there is a case for making an exception of

the Finance Director, Mr Hares. A 16.7% rise is proposed for him
ST

from £27,000 to £ 31,500. Financial ability has a high market

value and without a substantial increase there would be little

headroom to offer the sort of salaries needed to attract high

calibre staff to other positions in the Finance Directorate. For

these reasons I think it is important that the salary of the

Finance Member should be in the upper half of the Board salary
St 5,

structure - the proposed new range would be £27,500 to £34,500.
M‘_"ﬁ—-d
Even with the proposed increase for Mr Hares the average increase

for the BS Board would be only 6.3%.
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4 I have consulted Barney Hayhoe about Mr Hares' salary. He
accepts that financial ability has a high market value and
recognises the problems involved in establishing the need for a
satisfactory salary structure for the Finance Directorate of BS.

He does not wish to object to my proposal.

5 1In the light of these arguments, I hope colleagues will agree

to the salary of £31,500 proposed for Mr Hares.

6 I am copying this to the members of E Committee, Barney Hayhoe

and Sir Robert Armstrong.

ﬁ#&November 1981

Department of Industry
Ashdown House
123 Victoria Street
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MR. SCHOLAR cc. Mr. Hoskyns

Salaries of Mr. Reid and Mr. Bosworth

David Howell's note to the Prime Minister dated
13 November seeks agreement in correspondence to the proposals
for Mr. Reid's and Mr. Bosworth's salaries he has circulated
to "E". I told the Cabinet Office at the end of last week
that I thought it ought to be possible to reach agreement
without a meeting, since the "E" agenda is so crowded.

I think that, whatever the merits of the complicated
salary and pension arrangements now proposed, the Prime
Minister should leave it to her colleagues more directly
concerned - David Howell and the Chancellor - to sort this
out. I really do not think she should be troubled with the
details of the exceptions to the 7% rule. So I suggest that
the Prime Minister might wait until others have commented,
and, then to signify that she is content with the consensus
reached.

J. M. M. VEREKER
16 November, 1981
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Prime Minister

In my paper E(81)(14#1) circulated on 5 November
I sought colleagues' agreement to the terms of reappointment
of Mr Bosworth, as Deputy Chairman of the British Railways Board
i IS 8 i ety
and to an increase in salary for Mr Reid, the Chief Executive
(Railways) of some 15%.

Since I understand there is considerable pressure
on the "E" agenda next week I wonder whether we might clear this
paper in correspondence. Can I assume the way is clear for me to
proceed as I propose if I do not hear to the contrary by 19 November.

I am sending copies of this to colleagues on "E",
to the Chancellor of the Duchy of Lancaster and to Sir Robert
Armstrong.

A4

“

DAVID HOWELL
[/ 3 November 1981
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APPOINTMENTS IN CONFIDENCE

-

{0 DOWNING STREET

From the Private Secretqry., 13 November 1981

Chairmanship of the Highlands and Islands
Development Board

The Prime Minister has seen your Secretary of State's
minute of 12 November. She is content for him to appoint
Mr. Robert Cowan to th¥s post at a salary'of £29,000 per
annum. Shé has noted that the appointment will be for
five years irom 1 February 1982.

I am copying this to Jim Buckley (Chancellor of the
Duchy of Lancaster's Office), Peter Jenkins (HM Treasury),
Felicity Yonge (Chief Whip's Office), Jeremy Colman (Civil
Service Department) and David Wright (Cabinet Office).

@GL) > D e

A.M. Russell Esq
Scottish Office
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?
Prime Minister Yo prve, Bt e e
CrmnnenAts |
CHATRMANSHIP, HIGHIANDS AND ISLANDS DEVELOPMENT BOARD

This minute seeks your apprcoval to my inviting Mr Robert Cowan, who is
at present General Manager of PA Management Consultants in Hofllg Kong,
to accept appointment as Chairman of the Highlands and Islands s
Development Board (HIDB) for a five-year period from 1 February 1982.
I have had very great difficulty with this appointment but after
reviewing a large number of names I have concluded that Mr Cowan (who
is 49 years of age) would be an excellent choice for the post. I have
been keen to find a man with some private sector industrial experience
and none of the other candidates who might be willing to serve seem to
me to have the right qualities.

The present Chairman, Rear Admiral D A Dunbar-Nasmith, formerly the
Vice-Chairman, took over the Chairmanship on an interim basis from

Sir Kenneth Alexander, who demitted office on 31 January 1981 to take
up the post of Principal and Vice-Chancellor of the University of
Stirling. I am much indebted to Rear Admiral Dunbar-Nasmith who has
helped me out of what could have been a very difficult situation. He
has proved to be an extremely hard-working Chairman, but wishes to stand
down as soon as possible and will welcome the early appointment of a
successor.

Securing the right Chairman for HIDB is of considerable importance in
Scotland but the stipulation in”the relevant Act that the appointment is f
.o be full-time efféctively requires the Chairman to take up residence’
Lin or near Inverness. This has undoubtedly contributed to the difficulty
in finding a suitable permanent replacement for Sir Kenneth. Another -
difficulty has been the level of salary. AS the appointment’fs for five

» | yéarsionly, with'no guarantee of reappointment, and a acceptance of they
| bost necessarily requires an unheaval of domestic’ arrangements, Janet; -
| Young has agreed to my offering a salary of £29,000 per annum (1981 rates)
PNz ee™ R e Ve L Lt e, Ty - A b 2 it g g G LS Phenmigrimtygat T Nt s
j as being the market rate necessary to secure Mr Cowan's acceptance of the
appointment. Mr Cowan will be offered the usual choice of pension by
analogy with Board staff or, subject to cost considerations, continuation

. of his present pension arrangements.

I have no doubt that Mr Cowan has all the necessary qualities for the
post which requires someone with an unusually broad background to match
the very wide scope of the Board's economic and social development
functions. His experience in dealing with campanies' plans and problems

Vil =~ Bpple




will be of particular assistance to him as Chairman; and as a Scot
he understands the history and difficulties of the Highlands and
Islands. He will bring to the Board an energetic and distinguished

- direction and although Mr Cowan is not a nationally-known figure I am
confident that he will quickly overcame by his performance of the

- duties any initial criticism of his appointment. Sir Ian Bancroft
and Sir Douglas Wass are content with this proposal.

I am copying this minute to Janet Young, Geoffrey Howe, Michael
Jopling, Sir Tan Bancroft, Sir Douglas Wass and Sir Robert Armstrong.

Gl

12 November 1981




Civil Senvice Depuitmein
Whitehell Lendon SWi/A 247
tiune 01-273 4400

Clenzellor of the Duchy of Loncaster k 9 November 1 981

The Rt Hon George Younger, MP
Secretary of State for Scotland
Dover House

Whitehall

TONDON SW1A 2AU

HIGHLANDS AND 1STANDS DEVETLOPMENT BOARD: APPOINTMENT OF NEW CHAIRWAN

Thank you for your letter of 20 October in which you propose inviting
Mr Robert Cowan to accept appoiniment as chairman of the Highlands
and Islands Development Board.

Given the very real difficuvlties you have experienced in finding a
suitable successor to Sir Kenneth Alexander and your assurance that
an offer of - £29,000 pa is the minimum necessary to ensure Nr Cowamni's
acceptance, 1 am prepared to accept that, on market grounds, he
should be paid £29,000 (1981 rates).

I uvnderstand that you are seeking details of NMr Cowan's present
pension arrangements and confirmation of what he wouvld want if he
were to take the HIDB chairmanship. These details are needed in
good time before NMr Cowan is finally offered the appointment. We
must be satisfied that the cost is acceptable.

You will of course need to clear both the salary and the zeppointment
itself with the Prime Minister.

On removal expenses, since Mr Cowan has already been given the
expectation of full assistance, I agree that in this case you should

honour that commitment. But I should be grateful if in all future
cases the normal Civil Service practice could be applied.

I am copying this letter to members of E Committee and to Sir Robert
Armstrong.

i
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From the Private Secretary 29 October 1981

Nationalised industries: board salaries

I attach an exchange of letters between myself and the
Chancellor of the Exchequer's Private Office about the
salaries of board members in the nationalised industries.

You will see that the Prime Minister would be grateful
if the CPRS as a matter of urgency and as an extension of
their work on nationalised industries would advise on ways
in which the concept of relating board members' salaries
more directly to their performance might be put into effect.
She hopes that for this purpose you would be able to consult
management consultants who are expert on such schemes in
private industry.

The Prime Minister would be grateful if you could produce
this report by 20 November. It could then be circulated to
E(NI) so as to provide the basis for agreement on the line to
be taken with the nationalised industries chairmen's group
on the subject of their salaries.

I am sending copies of this letter to Peter Jenkins (H.M.
Treasury), David Edmonds (Department of the Environment),
Muir Russell (Scottish Office), Ian Ellison (Department of
Industry), John Rhodes (Department of Trade), Anthony Mayer
(Department of Transport), Julian West (Department of Energy),
Richard Dykes (Department of Employment) and David Wright
(Cabinet Office).

Robin Ibbs, Esq,,
Central Policy Review Staff.

)




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

29 October 1981

Michael Scholar, Esq.,
Private Secretary,
10, Downing Street

Dacs VAl crmad

NATIONALISED INDUSTRIES: BOARD SALARIES
Thank you for your letter of 27 Bctober.

This question was briefly discussed at an informal meeting the
Chancellor held on 27 October with a number of nationalised
industry sponsor Ministers - Mr. Jenkin, Mr. Howell and Mr. CGray
(deputising for Mr. Lawson). There was general agreement that
it would be highly desirable to find a way of relating the pay
of nationalised industry Chairmen more directly to their
performance in achieving the objectives which are set for them.
It was agree also that from the point of view of achieving the
necessary co-operation with the Chairmen in the changes resulting
from decisions on the CPRS report, there was a strong case for
moving down the road towards greater flexibility on the lines
suggested in my letter of 12 October.

The Chancellor is accordingly entirely content with the Prime
Minister's proposal to invite the CPRS to advise on ways of
putting this concept into effect in the nationalised industries.

I will leave you to circulate this letter with the other
correspondence to the Private Secretaries of the nationalised
industry sponsor Ministers.

>¢L~VS L

fef~

PsSa WJENKINS




10 DOWNING STREET

From the Private Secretary ; 27 October 1981

Nationalised Industries: Board Salaries

Thank you for your letter of 12 October.

The Prime Minister is attracted by the Chancellor's
suggestion that we should not just reject the protest by the
Nationalised Industries' Chairmen's Group but show willing-
ness to allow more flexibility,; and she thinks that the general
concept of relating salaries more directly to performance,
perhaps by the introduction of a performance-related element
into their remuneration, could be a useful development in that
regard. But as expressed in your letter it is a very general
concept. If it were to be discussed with the Chairmen, they
would be bound to ask for more detail; and it could be less than
helpful to raise the issue as a general idea but then find that
there was no sensible and practicable way of giving effect to it.

She proposes therefore to invite the CPRS as a matter of
urgency, and as an extension of their other work on nationalised
industries, to advise on ways in which this concept might be
put into effect in the context of the nationalised industries.

For this purpose they would be able to consult management consult-
ants who are experts on such schemes in private industry.

She will ask the CPRS to report by 20 November. The report
can then be circulated to E(NI), either for discussion or as a
basis on which a line to be taken with the Chairmen's Group can
be agreed in correspondence. :

If the Chancellor is content with these proposals, I will
arrange to circulate copies of your letter and of this letter
to the Private Secretaries to the Secretaries of State for the
Environment, Scotland, Industry, Trade, Transport, Energy and
Employment.

P.S. Jenkins, Esq.,
HM Treasury.
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Civil Service Department
Whitehall London SW1A 2AZ
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Minister of State

Richard Riley Esq
Private Secretary to the
Secretary of State
Department of Industry
Ashdown House
123 Victoria Street :
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Thank you for your letter of 13 October.

Mr Hayhoe has noted the Secretary of State for Industry s views.
However, since the question of whether or not the salaries of
the Boards of BL and Rolls Royce should be controlled by the
Government is currently under cons1deratlon, the Minister of
‘State takes the view that if it is eventually dé01ded that the
Boards! salaries should be controlled, then Rolls Royce and BL
should be included in the new edition of the White Paper. Were
he to do otherwise he would lay himself open to accusations of
withholding information ef a genuine public interest.

If the salaries of the Boards were not to be controlled by
Government then the Minister of State would be content to leave
these two companies out of the next White Paper.

N

A A CARTER
‘Private Secretary

CONFIDENTIAL
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Nationalised Industries: Board Salaries

You asked for advice on the handling of the discussion proposed in the
letter of 12th October from the Chancellor of the Exchequer's Private Secretary,

2. It would clearly be useful for whoever is going to see the Nationalised

Industries' Chairmen's Group to have something positive to put forward, on the

lines of introducing some element of performance~related payment into their

remuneration, and I think many Ministers would welcome that pos s1b111ty. But,

as described in the Treasury letter, it is a very general concept 1ndeed and I
should have thought that, before Ministers decided whether to launch it on the

Chairmen's Group, it would be as well to have some study of the possibilities:

the Chairmen would be bound to ask for more detail on what the Government had in
mind. It would be worse than unhelpful if the concept was launched on the
SRS i

C_ILal'ELn\en and it was only after that that it was discovered that no~one could

J

devise a sensible way of putting it into effect,

3 I therefore recommend that the Prime Minister should ask the CPRS, as
\
an extension of its other work on nationalised industries, to report as a matter of

urgency on ways in which this concept might be put into effect. They will be able
(S——N

to take the advice of management consultants who are experts on such schemes in

private industry. On the basis of their report, which I suggest should be asked
for by 20th November, Ministers will be able to consider whether the possibilities
justify launching the idea on the Chairmen's Group.

4, I have discussed this with Mr. Ibbs, who would be ready to accept this
remit,

54 The CPRS might be invited to prepare their advice as a report to the new
Ministerial Sub-Committee on Nationalised Industries (E(NI)), of which the Prime
Minister is Chairman. We can consider whether the report calls for a discussion,
or whether the line to be taken with the Chairmen's Group can be agreed in
correspondence, when we have the CPRS report.

6. If the Prime Minister agrees, you may like to write on the lines of the

draft attached.




DRAFT LETTER FROM MICHAEL SCHOLAR TO
P.S. JENKINS, ESQ., PS TO CHANCELLOR OF
THE EXCHEQUER

Nationalised Industries: Board Salaries

P L

Thank you for your letter: of 12th{0ctober.

The Prime Minister is attracted by the
Chancellor's suggestion that we should not just
reject the protest by the Nationalised Industries'
Chairmen's Group but show willingness to allow
more flexibility; and she thinks that the general
concept of relating salaries more directly to
performance, perhaps by the introduction of a
performance-related element into their remunera-
tion, could be a useful development in that regard.
But as expressed in your letter it is a very general
concept. If it were to be discussed with the
Chairmen, they would be bound to ask for more
detail; and it could be less than helpful to raise the
issue as a general idea but then find that there was
no sensible and practicable way of giving effect to it.

She proposes therefore to invite the CPRS as
a matter of urgency, and as an extension of their
other work on nationalised industries, to advise on
ways in which this concept might be put into effect in
the context of the nationalised industries. For this
purpose they would be able to consult management
consultants who are experts on such schemes in
private industry.

She will ask the CPRS to report by
20th November. The report can then be circulated
to E(NI), either for discussion or as a basis on which
a line to be taken with the Chairmen's Group can be

agreed in correspondence,

-1-




If the Chancellor is content with these
proposals, I will arrange to circulate copies of your
letter and of this letter to the Private Secretaries to

the Secretaries of State for the Environment,

Scotland, Industry, Trade, Transport, Energy and

Employment.
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® Nationalised Industries’ Chairmen’s Group

Chairman PO Box 403

Sir Robert Marshall KCB, MBE t Egr%rgs"g\?v‘:rxpgajé

22.10.81 01-235 1212

The Prime Minister, The Rt. Hon Margaret Thatcher PC MP
10 Downing Street

Westminster

London SW1

Neaa Pk Aol

Thank you for your letter of 13th October. I understand why

you feel unable to see us yourself given the very heavy calls
on your time. We look forward instead to discussing with the
Chancellor of the Exchequer the questions raised in my letter.

However I owe it to Nationalised Industries Board Members to
draw your attention to the fact that the argument of wider
economic and political considerations has bheen used on every
occasion since the TSRB's first report in 1972 as a reason for
not paying Board Members the salaries recommended and, this
year, for not implementing your Government's new procedures.

I cannot believe that you regard this as right or efficient.
We think it unfair and damaging.

+ Correspondence directed particularly to the Chairman of the Group should be sent to:
National Water Council, 1 Queen Anne's Gate, London SW1H 9BT




10 DOWNING STREET

From the Private Secretary

SIR ROBERT ARMSTRONG

NATIONALISED INDUSTRIES: BOARD SALARIES

I attach recent correspondence between Sir Robert Marshall
and the Prime Minister about nationalised industries board
salaries. I also attach a letter from the Chancellor of the
Exchequer's Private Office dated 12 October.

I think the Prime Minister would be grateful to have advice
on the handling of the discussion which the Chancellor is proposing.
I have discussed this with Mr. Jenkins in the Chancellor's Office,
and it may be that a meeting of the Ministers concerned will not
be essential, if there is general agreement to the line set out in
Mr. Jenkins' letter. On the other hand, since the matter was dis-
cussed by E Committee last time round it would perhaps be
appropriate for there to be a collective ﬂiscussion of the line
the Chancellor is now proposing; and it may be that there is a
convenient meeting of E(NI) at which it would be possible to con-

sider this issue.

!

13 October 1981
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THE PRIME MINISTER
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Thank you for your letter of 30 September which was awaiting

me on my return from Australia and Pakistan. I appreciate that
the Government's decisions on salary increases for nationalised
industry board members will have been a disappointment to many
Chairmen. However, we made it clear when the new arrangements

for determining board pay were being discussed with you that
general economic circumstances would have to be one of the factors
taken into account and at present the need for pPay restraint must
in our view take priority. Nevertheless, we have been prepared

to authorise significant increases where there is a particularly

strong case for these. 5

I agree that it would be helpful to have discussion of these
matters. Unfortunately the pressures on my time over the coming
weeks really make it impossible for me to see you myself, and so
I have arranged for one of my Treasury colleagues to be in touch

with you to fix such a meeting.

LM N~

/%MM

——————
Sir Robert Marshal;,'K.C.B., M.B.E.




Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

12 Dctober 11981

Michael Scholar, Esq.,
10, Downing Street

) M| hemef

NATIONALISED INDUSTRIES: BOARD SALARIES 7T
/
The Chancellor has seen Sir Robert Marshall’'s letter of 30 September
to the Prime Minister, enclosed with your letter of 1/Def6ber to
Jim Buckley seeking advice. He has also seen Jim Buckley's
reply of 9 Oquﬂgr, and agrees that while it would be useful if
the Prime Minister could find time to see the nationalised industry
Chairmen, there might be advantage in his doing so at one of his

regular meetings with them.

However the Chancellor does think that the Government's line on
this question needs to be carefully thought out before the
meeting .

He does not think it would be right to be seen to reverse the

E Committee decision taken in July that the generality of Board
Members should be held to a 6 per cent or 7 per cent pay increase,
with individual increases above that level requiring special
approval. However he feels it would be desirable to show
willingness to allow a greater degree of flexibility in future
years. This was after all our original reason for breaking away
from the rigidity of the TSRB, and is important in itself if

the Government is to achieve its object of relating salaries more
directly to performance, both individual and corporate. We

might tell the Chairmen that the Govermment would certainly like
to discuss with them the best way of achieving this - perhaps
adding at the same time that the Government would like to see

pay at lower levels of management in the nationalised industries
related more directly to performance, and proposing that this
should be discussed as well.

At all events the Chancellor does not believe that the Chairmen’s
protest should simply be rejected. The issue is a delicate one
which could have an important bearing on our relations with the
Chairmen, and in particular could make it more difficult to
secure their co-operation - which we shall need - in the

/implementation




implementation of the proposals emerging
on nationalised industries. He suggests
the Prime Minister might like to arrange
problem with Lady Young, himself and the
for Industry, Energy and Transport.

yM’W J

pefor

RS JENKING

from the CPRS report
that as the next step
a talk about the

Secretaries of State
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NATIONALISED INDUSTRIES: BOARD SALARTIES

You asked for advice on the letter which Sir Robert Marshall sent
to the Prime Minister on 30 September about the salaries of Chairmen
and Board Members of nationalised industries.

As the Prime Minister will recall the salaries of members of
nationalised industry boards were removed from the ambit of the Top
Salaries Review Body in 1980 so that Ministers would have greater
flexibility in determining them. New arrangements for settling
these salaries were then agreed in Government, discussed with the
Nationalised Industries Chairmen's Group and announced by the Prime
Minister on 7 April. These new arrangements provided for salary
increases to be based on managerial and market considerations rather
than on traditional comparisons and ranking. The announcement went
on to list the factors which would be taken into account - these
included the general economic climate. Subsequently E Committee
decided (E(81)23rd Meeting, Item 2) that the generality of Board
Members should be held to a 6% or 7% pay increase this year, with
individual increases above that level requiring special approval,
The number of exceptions so far approved has been very limited.

In consequence nationalised industry chairmen and their boards feel
badly let down by the Government's decisions and Sir Robert Marshall's
letter reflects this. We have no doubt that they must be given the
opportunity of making representations at a high level and the Prime
Minister is the natural recipient of such representations. On the
other hand a meeting with Sir Robert Marshall and a few colleagues
confined solely to pay could agtract adverse publicity. Apart from
the pressures on her diary,the Prime Minister may want to consider
whether that risk is worth running. An alternative might be to
invite them to discuss their pay with the Chancellor of the Exchequer
when next they meet him, as they do from time to time, to discuss
wider economic and industrial matters. The Chancellor of the
Exchequer's office may have a suitable occasion for this in prospect;
if not it may be possible to manufacture one.




The attached draft reply to Sir Robert Marshall has been
written on the assumption that the Prime Minister will agree
to meet him and his colleagues herself., If it goes in this

form, and given that Sir Robert's letter touches
issues, the Treasury will no doubt wish to brief
Minister for the meeting as well as us. You may
consider copying Sir Robert's letter to the main
Ministers (the Secretaries of State for Energy,
Industry, Scotland, Trade and Transport) in case
comments.

T am copying this letter to John Kerr (Treasury)
Wright (Cabinet Office).

arrs

Saim

J BUCKLEY

on wider
the Prime
also want to
sponsor

. Environment,
they have

and David
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DRAFT LETTER FROM THE PRIME MINISTER TO
SIR ROBERT MARSHALL

NATIONALISED INDUSTRIES: BOARD SALARIES LT
dda win Anidhig/

Thank you for your letter of 30 Septembeﬂé_yfﬂappreciate that

the Government's decisioms on salary increages for nationalised
industry board members will have been a/disappointment to many
Chairmen. However, we made it clear fthen the new arrangements
for determining board pay were beipg discussed with you that
general economic circumstances wguld have to be one of the
factors taken into account and/at present the need for pay
restraint must in our view tgke priority. Nevertheless, we

have been prepared to authoyise significant increases where there

is a particularly strong chse for these.

2, T agree that it d be helpful if we mgjb/miscuss
these matters and my of vce will make arraﬁéements for this as

soon as othgr‘commitments permit.

&




i

i D
: NBPM
NEW ST. ANDREWS HOUSFE

ST. JAMES CENTRE
EDINBURGH EH1 38X

A A Carter Esq

Private Secretary to the
Minister of State
Civil Service Department

Whitehall )
LONDON 6’ October 1981

WHITE PAPER ON PUBLIC BOARDS

Thank'you for copying to me your letter of 14 Septémber
to Willie Rickett.

We agree that the White Paper is a useful document and
: should be continued, with the next edition coming out
l'ear1y in 1982.

We share MAFF's view that an entry for the Sea Fish
Industry Authority would not be appropriate.

Copies of this letter go to all recipients of yours.

2 A M RUSSELL
' Private Secretary
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MR. SCHOZZ.\:A cc: Mr. Hoskyns

J Mr. Ingham o.r.

REQUEST FROM THE NATIONALISED INDUSTRIES CHAIRMEN'S GROUP TO SEE
THE PRIME MINISTER

Robert Marshall's letter of 30 September to the Prime
Minister poses the difficult question of whether she should
receive the Nationalised Industries Chairmen's Group..

The NICG do have some cause for complaint, although the
facts are not as stark as set out in Robert Marshall's letter.
There is no decision to raise all Board members' salaries by
7%. But certainly the E decision to limit most of them to that
figure was scarcely consistent with their understanding of what
would happen after their salaries were taken out of the TSRB.
And with such a senior group of Chairmen in such key industries
it would look a little odd if the Prime Minister refused to
receive them.

On the other hand, there is not much to be gained from our
point of view from such a meeting. There is little by way of
assurances that the Prime Minister can offer, since it is
undoubtedly true that we are trying to keep their salariés down;
and any meeting between the Prime Minister and the NICG can
Scarcely avoid addressing wider and more difficult issues, such
as nationalised industry pay and what to do about their
enormous losses. Such a meeting would also undoubtedly turn
into a media event: today's column in the FT by John Elliott,

for instance, already shows clear signs of briefing from the
NICG.

I think the balance of argument falls against the Prime
Minister receiving a NICG delegation. I think the advice that
you are likely to get from the Treasury is that this is not
really a problem for the Chancellor, since fhe CSD are supposed

to be coordinating Board members' salaries; and that the advice

/ from
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CONFIDENTIAL

from the CSD will be that they ought to see the Chancellor.

I do not think they will be satisfied by a meeting with

Lady Young, whose role is a purely coordinating one; one
possible way out would be to suggest that the issues could be
put on the agenda for the Chancellor's next regular meeting
with the NICG.

v

6 October 1981

CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary g 1 October 1981

NATIONALISED INDUSTRIES: BOARD SALARIES

I enclose a copy of a letter from Sir Robert Marshall
dated 30 September about the salaries of Nationalised Industries
Board Members. As you will see, the letter also goes on to a
number of wider issues. '

I would be grateful for your advice as to the reply the
Prime Minister should send; I would also be grateful for advice
as to whether the Prime Minister should agree to a meeting with
Sir Robert Marshall and his colleagues. I should add, whatever
the advice is on this latter point it may prove very difficult,
given the pressures on the Prime Minister's diary, to arrange
such a meeting in the near future.

It would be most helpful to have a draft reply by Friday,
9 October.

I am sending a copy of this letter to John Kerr (HM Treasury).

MICHAEL SCHOLAR

Jim Buckley, Esq.,
Office of the Chancellor of the Duchy of Lancaster.

&
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1 October 1981

In the Prime Minister's absence in
Melbourne, I am writing to thank you
for your letter of 30 September.

I will show this to the Prime Minister
on her return and a revlv will be sent
to you as soon as possible,.

MICHAEL SCHOLAR

S8ir Robert Marshall, KCB, MBE



'MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON, SWIA 2HH
TELEPHONE: 01-839 7711, EXT.

From the Minister’s Private Office

A A Carter Esq

Private Secretary
Minister of State's Office
CSD

Whitehall

SW1A 2AZ i | October 1981
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WHITE PAPER ON PUBLIC BOARDS o \~. 1 \
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Thank you for copying to me your letter of 14 September to

Willie Rickett.

f 2 & 1ottt
Lo, riwid

Our concern is with the question of whether the Sea Fish Industry
Authority should be included in any further White Papers. My Minister
agrees that this Authority is not a body of a commercial character and
should not be included.

I am copying this letter to the Private Secretaries to members of E,
to those to the Secretaries of State for Defence, Transport, Scotland,
Wales and Northern Ireland, and to Sir Robert Armstrong's Private
Secretary. '

PMAS N CL»{(.L‘

Kale T,

KATE TIMMS
Principal Private Secretary
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'Nationalised Industries’ Chairmen’s Group

: PO Box 403
Director : 33 Grosvenor Place
James Driscoll London SW1X 7JG

30th September, 198l1. 01-235 1212

W.F.S. Rickett, Esqg.,
Private Secretary,

Prime Minister's Office,
10, Downing Street,

LONDON, S.W.l.

Dear Mr. Rickett,

I am writing about the letter on Board
salaries which Robert Marshall has today sent
to the Prime Minister. In the hope that it
may simplify matters for you when passing that
letter on to colleagues, I am enclosing extra
copies of the coloured graph which was attached.

We are, of course, handling Marshall's
approach as a strictly confidential matter,
However, we are having to lie valiantly to do so,
since the Press is now clearly smelling a story
about the 7% limit, and is pressing us hard.

Yours sincerely,




\lub /}
cop ”ﬂﬂ:TVuduv o ’
L}/ Ay it l)v-))\/l") e
Nationalised Industries’ Chairmen’s Group ="

(T CA \\‘\""“
“Tie A
)

Chairman POBox403  “Trewspad

\
Sir Robert Marshall KCB, MBE + Eg r%fﬁvgmfxp'?afg .

30th September, 1981 01-235 1212

The Prime Minister, The Rt Hon Margaret Thatcher PC MP
10 Downing Street

Westminster

London SW1
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NATIONALISED INDUSTRIES: BOARD SALARIES

Most Chairmen of Nationalised Industries have by now received
replies from their Ministers on the proposals about Board

" Members' salaries which they had put forward under the new
arrangements introduced on 1 April. The replies are to the
effect that salaries of Board Members are to be raised by 7%.
Chairmen are greatly concerned about the stark inconsistency
between this decision and the more flexible and realistic
proposals for determining Board salaries which you announced
in the House. They have asked me to write to you about it.

Part of our concern is about detailed practical considerations

to do with the efficient conduct of our businesses, such as

the enforced constriction or even reversal of the proper

pattern of pay differentials at and below Board level. Once

again this has become a matter of major practical consequence,
affecting management efficiency, morale and appointments. It

has been a perennial difficulty,which we have repeatedly impressed
on Ministers.

A second very troubling matter is that many Chairmen have made
calls on their busy part-time members (who include leading
private sector industrialists) to seek their help in preparing
salary proposals in accordance with your new arrangements.

These non-executive directors now find their experienced judg-
ments completely ignored and it would be surprising if this did
not reinforce their dismay at the way in which Board appointments
and salary matters in the public sector are so often handled by
Government .




The Prime Minister, The Rt Hon Margaret Thatcher PC MP

However, our particular concern is about the implications of
the Government's decision for the future of the market-related
and performance-related system for determining salaries which
you foreshadowed in your statement in July 1980 and announced
formally last April. Chairmen were willing to give the

system a fair trial despite certain misgivings which they had
expressed during the consultations on the new arrangements.

We have been waiting expectantly to see how the system would
work in practice and we reminded the Chancellor of the Exchequer
of this when we met him and other Ministers in July. We now
find that first time round, Ministers have backed away from the
problems inherent in their own proposals; and instead of
allowing market and performance factors to operate, they have
resorted to across-the-board pay limits just as has happened

so often in the past.

Chairmen and their Boards fully appreciate the economic
difficulties facing the country and the importance that you
(and we) attach to moderation and good sense in pay settlements
as an essential ingredient of economic recovery. But the fact
is that little or nothing has changed in this respect since

you told Parliament in April about your new market-related
Board salary arrangements. We had assumed, surely with
justification, that the Cabinet had fully considered the
implications of the new proposals before you made your
statement, and had decided to bear with any short-term
repercussions in order to secure the wider and longer term
advantages to be gained from a proper system of remuneration
for those charged with the management of these major businesses.
It baffles and concerns us that you have instead reached the
same sort of decision as your predecessors have on so many
occasions in the past.

I enclose a graph and table which illustrate the results for
Board members over the last ten years or so. They may help
you to understand our particular sensitivity about the
deplorable way in which our salaries have been handled.




The Prime Minister, The Rt Hon Margaret Thatcher PC MP

I should appreciate an opportunity to call on you with one or
two of my colleagues to put these matters to you personally
and to discuss with you how this intractable and longstanding
problem might be resolved on an acceptable and efficient basis.
I make this request with great diffidence in view of the
tremendous pressures on you. But the history of the handling
of Board salaries in the public sector industries is such that
it tends to become a cause of friction and distrust between
Government and ourselves. We regret this very much indeed.
We share your desire to achieve high levels of efficiency in
our businesses so that we can contribute to the maximum to the
nation's wellbeing. Contrary to your views, we believe our
industries have often been successful in this, sometimes in
the face of great difficulties - political, industrial and
managerial. Perhaps, time permitting, you might allow us to

put to you our views on these wider matters too. We have the
national interest at heart as vividly as anyone else, wherever
he or she may work.

Yours sincerely,

0 o

Chairman.




PUBLIC SECTOR BUSINESSES

PAY OF A REPRESENTATIVE BOARD MEMBER
PERCENTAGE CHANGES SINCE JUNE 1972

% Changes

,° (+281.8%)

+250%

+200% »° (1202.8%)

+150%

(+116.7%)
+100%

72 73 74 75 76 77 78 79 80 81

Notes:

1.

The line fora “representative Board salary” is based on the pay of a full-time Board Memberin a large
Corporation, (British Rail, British Gas, NCB, etc.), whose salary stands at the mid-point in the
appropriate salary scales at all time. It allows for the application of the 7% increase at present being
discussed.

The line for ““‘Board salary in real terms” is based on the relevant gross salaries derived as in note 1,
converted to a constant price basis, with June, 1972 = 100, using the Retail Price Index.

The line for “all workers” is based on the Government’s average earnings index for the whole
economy; and the line for “senior management” is based on Hay/MSL data for median salaries in
jobs immediately below Board level in all the companies involved in their Annual Surveys.




BOARD SALARIES

APPROPRIATE AND ACTUAL LEVELS

The Top Salaries Review Body was established in 1971 to consider
what levels of salary were appropriate for the Chairmen and

Members of the Boards of the public sector businesses, among others.
The Government committed itself "to accepting the recommendations
of the Review Body, save where there are clear and compelling
reasons to do otherwise". However, although its initial interim
report was fully implemented, every single set of conclusions which
it subsequently reached about the appropriate level of Board salaries
was either wholly or largely rejected, or was applied only after
considerable delays. The table below shows the pattern for two
particular levels of appointment.

Chairman, Executive Member,
Group B Corporation Group A Corporation
Dates TSRB
Reports Salary level| Salary Salary level Salary
concerned considered level considered level
appropriate fixed by appropriate fixed by
by TSRB Government | by TSRB Government
o . & -
June 72. TSRB 2 19, 000 3 19,000 14, 500 14, 500
Jan. 75 TSRB 6 24,000 19, 600 * 20, 000 15,100 *
Jan. 78 TSRB 10 28,000 22,000 235500 1575100
Apl. 79 TSRB 11 | 31,000 28, 000 26, 000 21, 550
Apl. 80 TSRB 14 37,000 34,000 32,000 29,35

* nil increase
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E: NATIONALISED INDUSTRIES BOARD MEMBERS' PAY

We do not think that significant pay
policy issues - such as the need to pay
market rates for incoming chairmen, or

A

“
the presentational effects of the salaries
paid - arise from either of the two vapers

on the E Agenda. The points for decision
g;g-;ather detailed ones, which only come
to the Commitggz_Because E agreed in the

summer that éxceptions to the Z@’rule must

come back; they can safely be left to be
St iy

argued out among the Chief Secretary, the
b b g
Chancellor of the Duchy and the sponsor
Ministers. e ’ y
A

You might, however, want to remind
your colleagues that there is no automatic
R e e b AU
entitlement to the 7%: there may well be
kil sy,

a case for some of the board members in the

loss making industries getting considerably
e

less.

v

18 September 1981
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Ref: A05580

CONFIDENTIAL

PRIME MINISTER

Nationalised Industry Board Members' Pay
(E(81) 87 and 88)

BACKGROUND

At their meeting on 2nd July (E(81)23rd Meeting, Item 2) the
Committee invited Ministers sponsoring nationalised industries to approve
increases in the salaries of nationalised industry board members no higher
than 6 - 7 per cent in 1981 and, in consultation with the Lord President of the
Council L-;].OW the Chancellor of the Duchy of Lancasteyj, to put forward for
collective discussion proposals for any increases higher than that.

2 The new Secretaries of State for Energy and for Transport are willing
———

to speak to their predecessors' papers recommending higher increases for

area Electricity Boards and for three cases in the transport industries;

—_—,
whether they will take precisely the same line on all the details remains to be

seen.
3. In E(81) 88, the Secretary of State for Energy reports that increases

for British Gas Corporation and Atomic Energy Authority board members were

limited to 7 per cent and that the same is proposed for National Coal Board
—-—— i o

members and for most Electricity Board members, He asks that, exceptionally
o ]

the Deputy Chairmen of Area Electricity Boards should be paid 13,3 - 17,5 per

cent more to remove an inverse differential between them and senior

management which has existed for five years and, at worst, is now £5, 820,
by,

If this was approved, he recommends a consequential increase of 6.9 - 9. 5
per cent for chairmen of the area boards in order to prevent the creation of a
new inverse differential between them and their deputies.

4. The Secretary of State for Transport reports, in E(81) 87, that nearly
all his board members are to get 7 per cent. He asks the Committee to agree

m—
vk
(i) the re-appointment of Mr. Bosworth as Deputy Chairman of
British Rail with his salary increased by 25 per cent to

£50, 000 (this increase being seen as necessary to retain him,

—
al «

CONFIDENTIAL




CONFIDENTIAL

and as the best way of making good the disadvantages in his
present pension arrangemefits);
an increase of 15 per cent to £35,000 for Mr. Reid, the
e ——
Chief Executive of British Rail, to put him on the same level

as the two Vice Chairmen; and to keep him above the pay of

some of his executives;

15 per cent to give £23,250 to Mr. Williams of British

C————————————————y [ ——

Transport Docks Board so as to keep himin line with other '

board members and senior officers;

the extension to British Rail board members of death-in-

W—

i ~—.~ SRy
service benefits for which 300 senior staff are eligible. The

Civil Service Department are opposed to this; they fear that
the benefit would then have mvaﬂable to other public
sector boards.
HANDLING
5.  You might ask the Secretary of State for Energy to speak first: his

paper raises a general question of whether there should be exceptional

increases to deal with inverse differentials, and the answer to it is relevant

to two of the proposals made by the Secretary of State for Transport. You
N

will then wish the Secretary of State for Transport to present his proposals.,

On each you will need to hear in particular the advice of the Chancellor of the

Duchy of Lancaster, in view of the Civil Service Department's co-ordinating

role in this area, and to hear from the other Ministers sponsoring nationalised

industries whether the proposals would have repercussions for their boards and

whether they see similar problems coming up. Any detailed points over the

precise arithmetic of percentage increases could be cleared out of C ommittee.
6. The main questions you will wish to cover are:=

(1) Area Electricity Boards

In this particular case does the problem of inverse
differentials justify the higher increases proposed?
More generally, should the Area Boards, and other boards,

be warned that the Government will not necessari ly take

-2-
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steps to remove inverse differentials and that they should

take account of the problem of differentials, along with
other factors, in their future salary policy for senior staff?
Otherwise the Boards might be tempted not to be as rigorous

as they might be in determining senior staff salaries, in the

expectation that the Government would not or could not withhold

consent for the increases for board members that would have to
follow, if new inverse differentials were to be avoided.

Mr. Reid, British Rail, and Mr. Williams, BTDB

Is it agreed that their salaries should be increased so as to
remove inverse differentials and any other anomalies?

Mr., Bosworth, British Rail

Is it worth paying a 25 per cent increase to ensure this
particular re~appointment?

Death~=in=Service Benefit for British Rail Board Members

Should this be turned down (as the Civil Service Depa rtment
advise) on the grounds that similar benefits would probably
have to be made available throughout the public services?

7. The Secretary of State for Transport's paper records the view of the
CSD on the particular question of death~in-service benefits. You may think
it worth suggesting that, as a general rule in future papers, the CSD's view
should be briefly stated for each proposal put forward, This would be consistent
with their co~ordinating role and could be helpful to the Committee in dealing
with what are, inevitably, detailed and somewhat technical proposals, The
procedure would be similar to that for public expenditure proposals and the
requirement on Departmental Ministers to include a paragraph recording the
Treasury's views,

CONCLUSIONS

8. You will wish to sum up with reference to the detailed proposals listed
above. If you think that it would be helpful, you might also record the
Committee's wish that in future cases sponsoring Ministers should include a

note of the Civil Service Department's comments on their proposals.,

2o

184 Septentbar 1980 Robert Armstrong
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Further to Jonathan Hudson's letter of 20 August I am now writing

with our salary proposals for Mr Dearing when he takes up his
appointment as Chairman of the new Post Office.

We have taken the opportunity of this year's salary review to produce,
in agreement with the CSD, a revised salary structure for all the
members of the new Post Offlce Board. The ranges agreed are pro-
portionately lower than those approved for the members of the British
Telecommunications Board which were based directly on the previously
agreed ranges for the old Post Office Corporation. This revised
structure is in recognition of the fact that the new Post Office,
whilst still a very large and complex organisation with banking and
huge cash handling responsibilities, is not as welghty an assignment
as British Telecommunications. :

My Minister has proposed a revised salary for the Chairman of the new
Post Office of £52,650 per annum. This is £4,000 per annum less than
gggf;gjea_alreada;app_gzgd_py the Prime Minister for Sir George

efferson as Chairman of BT and (pro rata) for Sir Henry Chilver in
his role as caretaker Chairman of the 'old' Post Office until

30 September 1981. The proposal has been agreed by the Minister for
the Civil Service.

I should be glad to know that the Prime Minister is content that this
new salary should be implemented for Mr Dearing when he takes up his
appointment on 1 October 1981,

Copry i Pl




I am copying this letter to Jill Rutter at the Treasury and to
Adrian Carter at the CSD.

MRS LIZ RILEY
PRIVATE SECRETARY




10 DOWNING STREET

From the Private Secretary 2 September 1981

New Arrangements for Determining Pay
of Board Members: Scottish Transport
Group

The Prime Minister was grateful for
Mr. Younger's minute fo 28 August. She
is content with his proposals.

.I am sending a copy of this letter .to
Adrian Carter (Civil Service Department).

Godfrey Robson, Esq.,
Scottish Office.
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NEW ARRANGEMENTS FOR DETERMINING THE PAY OF BOARD MEMBERS: SCOTTISH
TRANSPORT GROUP

In accordance with the new arrangements the Group has submitted its
recommendations for the pay, from 1 April 1981, of the Chairman, Execulive
Deputy Chairman and Non-executive Board Members.

In recognition of the present economic climate I am recommending an
increase of 7% the effect of which is shown in the attached table.

In the case of the Executive Deputy Chairman I propose to increase his
range by 7% and it will be for the Group to de