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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date

E (79) 11" Meeting, Minute 2 16.10.79
E (80) 100 12.9.80
E (80) 101 12.9.80
E (80) 105 12.9.80
E (80) 34™ Meeting, Minute 3 17.9.80
E (81) 41 3.4.81
E (81) 42 3.4.81
E (81) 43 3.4.81
E (81) 45 6.4.81
LCA to E (81) 14" Meeting, Minute 3 8.4.81

E (81) 48 10.4.81
E (81) 47 10.4.81
E (81) 15" Meeting, Minutes 14.4.81

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

Signed W@W Date 25 AI:\/@M.W 20/1

PREM Records Team




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon Norman Fowler MP

Secretary of State .

Department of Transport ;

2 Marsham Street gy

London SW1P 3EB '3 August 1981
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Your letter of 28 July proposing a large increase in this year's
grant to British Rail - and by implication in the grant in
future years - causes me considerable concern. This is not just
because of the size of the sums involved, although these are
‘difficult enough to square with the hard decisions we have taken
elsewhere. I am concerned also about the future, where we seem
to be moving towards a considerable unplanned increase in the
subsidy to British Rail for many years to come. ‘

BRITISH RAIL FINANCES

As I understand it, British Rail face a revenue loss of £90 million.
"They have been quite unable to reduce current costs below budgeted
levels = indeed, you say that costs are running slightly above
budget. They now expect us to find £60 million to enable them to
continue operating passenger services. Moreover, if the Board
concede a pay settlement above the already high 8% they have
offered their overall financial position will be even worse with
serious implications for their EFL and thus for publlc expenditure
totals.

While the sort of revenue losses now being faced by the Board may
be difficult to offset in one year, the Board's financial position
is now so bad that we cannot afford any delay or half-heartedness
in the implementation of the sort of measures needed to bring
‘about the business adjustments demanded by changed economic
circumstances. These measures have been identified both by the
Board's Corporate Plan and in the recent CPRS report on the
commercial rail businesses. I agree that the Board's latest fore-
casts of passenger revenue leave us little option but to proceed
as you suggest in ultimately accepting a revised claim from the
Board. But before doing so, we should impose as a clear condi-
tion the Board's acceptance of measures to be implemented as soon
as possible = by which I mean in tlme to have a maJor effect on
‘next year's grant.
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. The measures I have in mind fall into three main areas. First,
service levels of the kind recommended. in the CPRS report
suggesting reductions in Inter City services of 20%. Second,
unit costs where the rising trend of past years underlines the
need to agree urgently comprehensive targets for reductions in
unit costs. Third, manpower where the Board should by now have
well advanced their detailed planning for achieving the 10, 500
reduction in jobs requlred by their own Corporate Plan.

The fact that measures of these sorts tend to have long lead
times underlines the need not to compromise with the Board on
their quickest possible implementation if we are not to face in
coming years the situation we face this year, of a revenue loss
which the Board are héelpless to offset. I believe therefore,
that in considering any revised claim, we should seek from the
Board a commitment to making these changes in the coming calendar
year, 1982.

As you say, it will also be important to maintain pressure on the
Board to seek offsetting measures within the financial year
1981-82 in order to mitigate the impact of an increase in grant
on its EFL. This should be more than a formality. Whatever the
Board's views about the desirability of the measures required, I
think we should underline the importance we attach to the EFL

by pressing the Board to draw up options, however unwelcome, to
reduce their currently forecast overshoot of £64 million.

I think we need also to consider the tactical question of the
timing of the claim. We may be in a better position to commit

the Board to the sort of measures I have described above if we
await a formal approach from them for an increase in grant. This
is something which ultimately only you can judge but I am concerned
that we should not weaken our position by taking an initiative
ourselves rather than placing the onus on the Board.

Finally, I do not believe we can revise this year's grant ceiling
without giving serious thought to the implications for the future
of the existing grant system. The cost of the railways is rising
inexorably, as reflected in the additional bids you have entered
in PES for £156 million next year rising to £235 million in
1984-85. This trend cannot be allowed to continue. The existing
grant system whereby a cash ceiling was placed on the total of
grant available in any one year ensured that some restraint was
exercised on the cost of maintaining the existing rail network.
In raising the grant ceiling for the first time this year, we
lose the discipline which the ceiling imposed and I am doubtful
that we will ever properly be able to restore it. I would be glad
to know how you see your proposal affecting the existing grant
system and what sort of system you envisage for the future.

I am copying thtis letter to recipients of yours.

LEON BRITTAN

CONFIDENTIAL
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" Department of Transport '

2 Marsham Street :
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You wrote to me on 27 July to consult me on a proposal from
Peter Parker, that in the context of his negotiations with
the unions on the 1981 pay settlement and productivity, he
should be allowed to make a positive announcement on Anclia
electrification. I have since discussed this briefly with
Kennetm Clarke. This letter confirms the message passed to
you before the holiday that T would not be content to see the
electrification card used in the way proposed in your letter
on top of conceding the extra 3% on pay.

I am quite clear that before conceding anything to the rail
unions in return for productivity improvements, we must be
absolutely certain that we have from them bankable agreements
on working practices, in sufficiently precise form to .be
verifiapble. But even if we have such firm agréements; they
cannot be used twice, ie to finance an additional 3% on pay
and to justify Anglia, or any other electrification scheme.

In my view, the financial benefits of changed working practices
should be divided between financing electrification, reducing
the Board's external financing Tequirement to levels consistent
with currently agreed totals and, only in small part, if any-
thing is left over, to L[1lnance pay increases. In this last
case, payments would need o be consistent with colleagues'
general approach to pay.

On the pay aspects themselves, it is worrying that things have

moved from the preferred course of nothing more than 7% being
offered until the means to pay the whole cost had been secured,

to a position where 8% has been offered and the only remaining
question is how to finance another 3%. This is obviously
poetentially very damaging, both for British Rail's finances

and for our hopes for the future level of pay settlements generally.




My own view is that the Board should not offer more than 8%.
In any event, I think that eolleagues should have a full report

before any 1rrevocable steps are taken.

I am copying this letter to the Prime Minister.

-~

LEON BRITTAN
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BR FINANCES

You will know from my minute of 1§/dﬁz; to the Prime
Minister that it was becoming clear that an increase in the

level of passenger grant to the Rallways Board will be
neceésary SEEEE;;-S% the effects of the recession on their.
revenue. At that time, there were indications that the
depressed level of holiday traffic was making the position
worse, and this has since been confirmed. I reluctantly
conclude that we should now agree on the steps towards an
increase in grant for this year,

Passenger grant is fixed in advance and subject to
adjustments by reference to predetermined factors. For 1984,
I accepted a claim of £644m - £30m below the cash ceiling.
The loss of passenger revenue now expected gives rise to an
zdditional grant requirement which was not foreseen at the
time of the budget of some £90m in the year, of which only
£3%0m can be found within the ceiling. There are also
unbudgetted cost increases which amount to some £15-20m on
the passenger sector, and these would be increased to the
extent that any part of the McCarthy award over 8% were conceded
without offsetting economies, My proposal is to adjust the




grant only for the shortfall in receipts, and so to exclude
any adjustment to which they would ordinarily be entitled for
any increases in costs,

An increase in the level of grant is necessary, because
+he Boerd are under a legal obligation imposed by me to run
the passenger railway, and I am in turn obliged, under EEC
regulations, to compensate them for the loss they incur in
rﬁnning that railway efficiently. There is no point in forcing
the Board to borrow to meet substantial losses on the passenger
business, and indeed it would be improper to rely on lending
to meet such losses,

We shall need to announce the increase in the grant level
in due course but I expect to avoid doing so during the current
pay negotiations when it could be misunderstood, My immediate

step will be to invite the Board to resubmit their grant claim

to take account of a more realistic view of their current
receipts for my scrutiny.

The increase in grant which, as I have indicated, is likely
to be of the order of £60m this year must in part be offset
by a reduction in borrowing. But other sectors are also
suffering from the unexpected depth of the recession, and the
Board are now forecasting that they will overshoot their EFL
for 1981-82 by some £64m. Clearly we must keep up all possible
pressure on them to contain costs, and our public position
must be that we are not prepared at present to accept that an
increase in the EFL is ineviteble. We must however ourselves
recognise that this year's problems on passenger business will
continue into next year, and the scope for reducing them in
part by policy changes is inevitably limited, We shall have to
consider the extra grant requirement in the Investmént and
Financing Review,




Copies of this letter go to the Prime Minister, our

colleagues in E Committee and to Sir Robert Armstrong.

)L

NORMAN FOWLER




10 DOWNING STREET

From the Private Secretary k SO My Maoed

Railwaymen's Pay

This is to confirm that the Prime Minister is content
with the line proposed in your Secretary of State's minute
of 17 July - that is to say, that he should tell the
BR Board before their meeting this morning that, while
an 8% payment may now be unavoidable, he would prefer
that they should. not offer anything further until the
means to pay the“whole cost of the McCarthy award have

been fully secured.

1 am sending copies of this letter to John Wiggins
(HM Treasury), David Heyhoe (Office of the Chancellor
of the Duchy of Lancaster), Ian Ellison (Department of
Industry), Richard Dykes (Department of Employment),
David Edmonds (Department of the Environment), John
Rhodes (Department of Trade), Gerry Spence (CPRS), and
David Wright (Cabinet Office).

w=GTER
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Chris Edwards, Esq.,
Department of Transport.




Prime Minister

RATLWAYMEN'S PAY
'7/7

I said I would report further developments.
ks ———

The British Railways Board will meet to decide
their best course at 9.30 on Monday morning and will probably
need to meet the Unions on Tuesday. Peter Parker's present
view, which I believe the Board will endorse, is that to reject
the McCarthy recommendations and stand on the Board's earlier
7% offer will precipitate a major strike on a basis which the
Board would not win. His preferred course therefore is to
be to go to 8% and fight hard to limit the damage of the
McCarthy recommendationd by insisting that the second 3% stage
should be deferred and paid only on the signature of new
working agreements. Unless the unions now resile from plans
agreed earlier this week, detailed negotiations are to take
place at the end of this month on such matters as freight train
manning, flexible rostering, and reduced staffing of stations.
A1l these would bring worthwhile economies, but the major
financial benefit in 1981/82 would be in whatever deferment of
the 3% is secured. Even on this basis I cannot rule out the
prospect of industrial action, given particularly the reported
surrender by the GLC on the London underground and what other
industries have conceded earlier in the pay round.

I propose to tell the Board before their meeting
that while an 8% payment may now be unavoidable, my preference
is that they should not offer anything further until the means

CONFID!
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to pay the whole cost have been fully secured - preferably

| cormi

bx Eroductivitz ;mp;gxgmgn};. If they wish to argue for a
different course, they will need to do so before they meet
the Unions.

[ =

Copies of this go to the Home Secretary, the
Chancellor of the Exchequer, the Chancellor of the Duchy,
the Secretaries of State for Industry, Employment, Environment
and Trade and to Mr Ibbs and Sir Robert Armstrong.

NORMAN FOWLER
17 July 1981




Prime Minister
RATILWAYMEN'S PAY

The recommendation of the Railway Staffs National
Tribunal (RSNT) announced today for employees of British Rail
is that they should have 8% from 20 April (the normal
anniversary date) and anotheq_é%_ﬁ;om 1 August. With some
additions also recommended to the London Allowance and the
minimum earnings level, this would represent an effective
increase of something over 10% in pay rates in the current year,
but of course the starting point for next year is raised by
over 11%.

These recommendations are not binding on the British
Railways Board, who had offered 7% and had provided for 8% in
their budget. Every one per cent on pay for all the Board's
staff costs £16m in a full year. So the recommended rises
would cost the Board over £30m on their 1981/82 EFL, but some
£65m over the 7% offer in a full year. This comes at a time
when the Board have just reported further uncovered losses rising
to £70m.

I have asked Sir Peter Parker to let me have urgently
his best appreciation of -the position.

——

T

The immediate impact of the RSNT recommendations
will be on the separate negotiations about pay on the London
underground which will reach some sort of-;a%come - prBably
expensive - over this weekend. We cannot influence that, but the
outcome could affect the handling of the question of BR pay.

CONFIDENTIAL
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We shall need to give very clear guidance to the
British Railways Board about our position, when we have Sir Peter
Parker's appreciation and have seen the outcome on London Transport.

I will report again as soon as there are further

developments.

Copies of this go to the Home Secretary, the
Chancellor of the Exchequer, the Chancellor of the Duchy, the
Secretaries of State for Industry, Employment, Environment and
Trade and to Mr Ibbs and Sir Robert Armstrong.

-
L)

'—_-—-— ‘

NORMAN FOWLER
(> July 1981
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PRIME MINISTER

BRITISH RAIL AND LONDON UNDERGROUND

You may find it helpful if I set out the latest position
on the London Underground strike threat and the British Rail
pay scene, and the features which may make it particularly
difficult to handle a situation which could develop rapidly.

Mr Livingstone and his GLC colleagues came to see me on
18 June. On pay, he said that he hoped to negotiate a tube
settlement not significantly out of line with the recent 8%
bus pay deal., When the unions were told, the NUR issued an
Order to its 15,000 members in the Underground on 45) June to
stop work indefinitely from Monday 20 July.

The Railways Staffs' National Tribunal (RSNT) under
Lord McCarthy will publish on Thursday 16 July its report on
the Railway Unions' claim against British Rail for a
substantial pay increase. The Board's External Financing Limit
incorporated a pay increase assumption of¢§%;and the Board have
been standing firm on their 7% offer. Since the reference to
the Tribunal by the Unions Q;;-upilateral, the recommendation
will not be binding on the Board.b 4

e ——

Mr Livingstone has meanwhile announced that London Transport
would more than match for its Underground workers any increases
for BR workers which might result from the recommendations of
the Tribunal. Predictably, this led the TGWU to issue a public
warning that the 8% bus settlement would have to be re-opened if
Underground workers are offered more. The TGWU has threatened
to strike if necessary to support any claim for a supplementary
award. As to the NUR, their announcement of the underground




strike to the media with no notification to the LTE until
24 hours later suggests that their quarrel is directly with

T - -

Mr Livingstone., Mr Weighell the NUR General Secretary, has

e et et s e

publicly accused the new GLC leader of reneging on understandings

made during the run—up to the recent GLC elections. At the

NUR Conference he made no bones about the fact that in return
for financial and other help to Labour GLC cendidates the NUR
had been promised a pay rise in line with the cost of living.
My own assessment is that Mr Livingstone will want to avoid a
strike on the basis of pay and will try to reach a settlement
once Lord McCarthy has reported, regardless of cost.,

Nonetheless, we must make contingency plans in case there
is a tube strike next Monday. I attach details of these
arrangements. Apart from making these contingency arrangements
I believe we should keep out of this dispute, Speeches in
support of a low pay settlement would have a contrary effect
on Mr Livingstone,

The NUR's position on BR is much less predictable. While
Mr Weighell has so far taken a much more responsible line
towards BR, he suffered a major defeat at the Conference when
left-wing militants succeeded in carrying, by a substantial
majority, a motion of total opposition to any further rail
closures, or compulsory redundancies, Mr Weighell is now
obviously under very great pressure from NUR left-wing elements
and the pressures for some form of industrial action are
growing., The Board has a full 2-day meeting on 14 and 15 July
with their Unions to gef down to negotiations about new working
practices, They will be pushing very hard, as we would wish,
It remains to be seen how far the Unions will be prepared to

EO.
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Meanwhile, BR's financial position has worsened. Since
their EFL was fixed, the recession has made further deep
inroads., Earlier this year, the risk appeared that they
might overshoot the EFL by £80m to £100m. Further measures
identified by the Board hé& by last week cut this back to
some £40m. But unfortunately the most recent trading results
indicgzg_g further loss in custom, which may carry through to
an additional loss of £30m in the year, These figures, of

e
course, are on the 8% pay assumption in the EFL.

In a tight situation, the Board haw already acted to
secure major economies, They have cut back for this year
their rate of spend on maintenance and renewal of their
equipment by some £70m, They made cuts in the London commuter
services in June, and they have embarked on reductions on
Inter-City services, They are reducing capacity in their
workshops, with the closure of the Ashford Works. They are

now going for an additional £10m sales of proPerty. I have no
doubt that we shall need further economies, in BREL, in
service levels, and in realisations next year. But none of

these can produce results in time to offer much further relief
to present problems, The only quick acting measure (an

increase in the fares) is ruled out by the market situation,

This darkening situation, of which I gave fore-warning at
our discussion at E last month, will certainly make it necessary
for us to increase the grant this year to the passenger business,
where the losses of revenue are malnly arising. There is no

point in forcing them to Bofrow for losses on this scale in

the  passenger business since there could be no prospect of the
borrowing's being repaid, It is not yet wholly certain that a
change will be needed in the EFL, because cuts in borrowing
should offset at least in part the necessary increases in grant,
But it will not be possible to hold the Board to their limit

if we move away from the pay assumption. We are inevitably
involved, for these financing reasons, in the decisions the
Board will have to face when Lord McCarthy has reported. Every
1% on pay for BRB as a whole costs £16m.

CONF Efi"—f“}'?r!ﬂ:
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Copies of this minute go to the Home Secretary, the
Chancellor of the Exchequer, the Chancellor of the Duchy, the
Secretaries of State for Industry, Employment, Environment

and Trade and to Mr Ibbs and Sir Robert Armstrong.,

P

T

NORMAN FOWLER
13 July 1981




ACTION TO BE TAKEN IN THE EVENT OF AN UNDERGROUND STRIKE

1. This will broadly follow the arrangements agreed by Ministers
in readiness for previous threats of an LT strike,

Immediate Measures

2s The Metropolitan Police will bring into effect the following

measures:

Issue of press and house to house notices about

traffié arrangements

Deployment of additional police and traffic wardens
on traffic duties

Operation of clearways on key routes between 7.00-10.00
and 4,.00-7.00 pm

Provision of additional signs to direct traffic

Provision of 8,000 extra parking spaces in London's
parks

Lifting of waiting restrictions on appropriate roads
near suburban BR stations,

At this stage parking restrictions will on strong advice from the
Metropolitan Police, not be lifted but de facto will be less
strictly policed,




Se Government Departments will issue the usual instructions

to staff about staggered hours, taking work home, lift-giving.

Lty The AA, RHA and other transport bodies have already been
alerted and will give appropriate advice to their members,

Ble The Airports Authorities will take measures to cope with
extra road traffic and advise incoming passengers,

B In the event of the strike taking place, the Secretary of
State for Transport will make a statement in the House on
Monday deploring it and outlining these arrangements,

Reporting Arrangements

oo The Department of Transport emergency room will liaise with
the Metropolitan Police, LT, the GLC and BR and other relevant
organisations to prepare regular reports for Ministers, They
will also liaise with outside bodies,

Reserve Action

Bis In the event of the strike continuing and serious traffic
problems developing, we might have to move rather quickly to:-

More general lifting of parkihg restrictions should

the police advise this is desirable

In conjunction with the Ministry of Defence, provision
of a further 6,000 car parking spaces in London parks,
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From the Private Secretary 4 15 June 1981
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Sir Peter Parker and British Rail A RS

The Prime Minister is aware that your Department and
the CSD are trying to establish a basis for the renewal of
Sir Peter Parker's contract.

As you know, the CPRS report seriously questions full
acceptance of British Rail's electrification proposals.
Without prejudging discussion of the report, the Prime Minister
is concerned that the Government should not find itself in
a position where, shortly after extending Sir Peter's contract
on terms which imply satisfaction with his work and confidence
in the contribution he still has to make, there is then dis-
agreement (which would quickly become public knowledge) between
the Government and Sir Peter over British Rail's long-term plans
in general and the electrification proposals in particular.
She would therefore like a report on the state of the negotiations,
with special regard to likely developments when the Government
responds to British Rail's investment proposals.

I am sending a copy of this letter to John Wiggins (HM
Treasury), Jim Buckley (Lord President's Office) and David
Wright (Cabinet Office).

Anthony Mayer, Esq.,
Department of Transport.
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Private Secretary to
the Prime Minister
10 Downing Street
LONDON
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POSSIBLE INDUSTRIAL ACTION ON THE RAILWAY

Since my letter to you of yesterday evening, we have heard
that at eir meeting ASLEF decided - but only by five votes
to four - against immediate industrial action. They decided,
instead, to seek to concert their views with those of the
other unions. It is unlikely that this will be practicable
before some time next week. ;

In the meantime there is now no likelihood of official
industrial action. But, of course, the possibility of unofficial
action still remains. : om—

I am sending copies of this to the Private Secretaries of
all members of the Cabinet and to Sir Robert Armstrong.

Yours sumrard,

Moo Badkar

MRS E A BAKER
Private Secretary
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Tim Lankester Esq

Private Secretary to

the Prime Minister

10 Downing Street

LONDON

Ll 27 May 1981
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POSSIBLE INDUSTRIAL ACTION ON THE RAILWAY

We have heard today from British Rail that they could face
official industrial trouble next week as a result of their
planned timetable cuts in rail passenger services, which are

due to come into effect on Southern and Eastern Regions on

1 June. These cuts are designed to adjust the level of service

to changes in the level of demand (a point to which the Monopolies
and Mergers Commission drew particular attention in their Report
on rail commuter services in London and the South East last
October).

There has been full local consultation with the Unions about
these timetable changes, but the Rail Unions, led by ASLEF,

are now asking for a delay of several months in order to give
time for national consultation. The Unions were in fact
informed of the scale of these timetable changes last November.
The Board have told them today that they cannot defer cost-
cutting measures needed to meet changes in the level of demand.

The Board will of course keep the Government closely informed

of any developments, and we should have a better idea of the
Unions' attitude within the next 24 hours. But the Prime Minister
will wish to have early warning of this threat, which could lead
to a major disruption of rail passenger services. We do not

at the moment know whether this would take the form of a series

of one-day strikes, or could be more severe.




CONFIDENTIAL

I am sending copies of this to the Private Secretaries of all
members of the Cabinet and to Sir Robert Armstrong.

3%& A weardl

MRS E A BAKER
Private Secretary
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PRIME MINISTER

RATLWAYS PAY

As I forecast in my note of 27 March, events surrounding
this year's rail pay negotiations are moving very slowly. The
latest position is that the Board is refusing to improve on its
7% offer. The unions, seeking a minimum of 12,5%, have announced

-?E;? they will be making a unilateral approach to the Railway
Staff National Tribunal for arbitration on their 1981 pay claim,
I understand that with the unions' conference season about to
start, it could take some 3 weeks for them to prepare their
case, Hence the Rail Board believes that a likely date for the
hearing could be during the period 10 June (after the ASLEF
conference) and 27 June (when the NUR conference begins)., In
these circumstances, Lord McCarthy might be expected to announce

his findings in early July.

Any award stemming from a unilaterally sought arbitration

would not be binding., But either side might £ind 1t GlfTICULT
-ETE;f;-?;-;E;;;;-?E;-;esult. Since McCarthy has in the past
tended to adopt a "down the middle" approach, BR have felt it

essential not to budge from their present offer. The Board's
Financial Director will be giving evidence at the Tribunal and

will emphasise that BR's financial position precludes a pay
increase above 7%. Meanwhile, British Rail is urging its unions
to continue discussions on the proposals for improvements to
working practices leading to greater productivity.

CONFIDENTIAL
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The Rail Board feels that the current low key approach by
its unions in no way indicates any softening in attitudes,
It suspects that they are content to await the outcome of other
public sector pay negotiations, and for the Government to show
its hand on investment decisions, before making any further
moves, And, doubtless, union leaders view the forthcoming
conferences as an ideal opportunity to test their members'
strength of feeling for industrial action.

Thus, I think we must recognise that while the pace may
have slowed, the signs still point to both the BRB and the
Government facing some difficult decisions., I am continuing
to keep in very close touch with the Board to ensure that we
have as much warning as possible of any developments., Copies
of this minute go to the Chancellor of the Exchequer, the
Home Secretary, the Secretary of State for Employment and to
Sir Robert Armstrong.

e
W

8 May 1981
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MR. LANKES@ER NS cc. Mr. Ingham

British Rail Pay

The Prime Minister is aware of the looming dispute
over British Rail pay; she may like to know that the dis-

L e L Y
pute has now gone to the BR Arbitration Tribunal, which

means that the prospect of industrial action on %he rail-

ways is now delayed until, probably, July. The awards of
A e S I e S IS L R LA R R T Sl

the Tribunal are not binding, and its normal practice is
roughly to split the difference between the claim and the
offer, so the problem is still with us. I understand that
Mr. Fowler will be reporting formally to the Prime Minister

on the position after the weekend.

7 May 1981




10 DOWNING STREET

From the Private Secretary 24 August 1979

Thank you for your letter of 24 August
to Tim Lankester about the position on the
Railway Staff National Tribunal's recommenda-—
tions. :

M. A Parrisop

Mrs. B.E. Riddell,
Department of Transport.
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Tim Lankester Esq

Private Secretary to

the Prime Minister

10 Downing Street

LONDON

SW1 24 August 1979

R

As promised during my telephone conversation
/ with the Duty Clerk last night, I attach

a note setting out the position on the

Railway Staff National Tribunal's

recommendations.

At
L

B E RIDDELL
Private Secretary




BACKGROUND NOTE

RAILWAY PAY

As part of the main railways pay settlement agreed
in April, the Railways Board agreed to consolidate £2 of the
£6 supplement introduced under Phase I of the previous
Government's incomes policy, and promised to consolidate the
balance in April 1980. The union clain for immediate consolidation /
of the remaining £4 was referred to the Railway Staff National
Tribunal. When the issue came before the Tribunal, the Board

argued that consolidation before April 1980 would have to be
paid for by improved productivity.

The Tribunal's recommendation has Jjust been released;

consolidation of £2 from today;

consolidation of the remaining £2 from 1
January, 1980.

The Tribunal also recommended that there should be positive
discussions between the unions and the Railways Board on
improving productivity.

The Tribunal's recommendations are not binding on
the parties, and the Board will no doubt take them as a basis
for further negotiation with the unions. It would cost the
Board £10m to implement them in the current financial year.
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PRIME MINISTER

When British Rail published their "half-yearly report"
last month a number of Press reports forecast fares increases
of 20-25% next January. By the cuts that I have proposed in
the cash limits for the Board I have been tightening their
financial regime. But at the same time I have. challenged
the grounds for fares increases on the scale of the Press
Reports. My pressure has had results which I think you will
much prefer. The general increase now being considered by
the Board is around;lgé;. This will be very close to the
year-on-year inflation rate at the end of the year and will
csapare well with the earlier and gloomier story of prospective
increases. I have reminded Sir Peter Parker, however, that
it will be for him to explain to the public the need for the
increase.

I know that -the Board will be really up against it
to keep within their cash limits for 1979/80 and 1980/81.
But my judgement is that it is not impossible for them to do
so and I want to keep the limit tight in order to help bring
about the improvements in efficiency that are necessary if the
railway's demands for support are to be contained in later

CONFIDENTIAL
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years. To give them more money in order to keep fares down
would of course undermine the financial discipline I am
aiming to impose.

I have also been looking at the commuters' position.
The Board do not envisage that the fares inc;zzg:“;buld have
any general loading against commuters. But they are considering
various particular increases within the fares structure for
the London and South East region including reductions of
discounts on season tickets. The proposed measures would not
individually raise much additional revenue, and I have pressed
Sir Peter Parker very hard to think again about the need for
any of them that could be seen as discriminatory by London
rail commuters.

The Board will be taking their decision at their
meeting on 4 October. I will let you have a further report
immediately thereafter. The Board do not intend to announce
their decision immediately, but because many people are
involved in implementing them knowledge of them is likely
to get around in the following weeks.

Whether or not the Board decide on larger-than-
average increases for any of their London commuter services,
T think that it would be a sensible initiative to announce
that we will be asking the Monopolies and Mergers Commission
to look at the efficiency of BR's London commuter services. An
earlier idea was that this intended reference might be anneunced
during the course of the Second Reading of the Competition Bill.

CONFIDENTIAL




But I now think that there is much to be said for an earlier
announcement ahead of the Board's announcement of their
increases so that we do not appear to be merely reacting to
that. The best time would, I think, be Jjust before the

Board's meeting next week. Since any political criticism about
fares will be aimed at me ( in spite of the Board's prime
responsibility), I would like, if you agree, to make the
announcement.

I am sending copies of this minute to members of
the Cabinet, the Chief Whip and Sir John Hunt.

ctmem

NORMAN FOWLER
27 September 1979
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The Minister for Consumer Affairs has seen a copy of the Mihister of
Transport's minute to the Prime Minister ot 27/ September suggesting™
an early announcement of a reference to the llonopolies & lergers

Commission of British Rail's London Commuter Services.

Mrs Oppenheim agrees that a reference on this subject should be made
She also considers that it would be presentationally advantageous to
announce the proposed reference before the new fare increases become

public knowledge. However, it will in practice be the Secretary of
State for Trade who will be making references under Clause 11 of the
Competition Bill, when enacted. She therefore thinks that lr Nott
should make the announcement of the proposed British Rail

investigation; alternatively, if an announcement this week is essen ial,
she would be happy to issue it in Mr Nott's absence.

I am copying this letter to nie/ Flanagan and to the Private
Secretaries of those who rece Mr Fowler's minute.

DENNIS PARSONS
Private Secretary




Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Marsham Street

London SW1P 3EB . 2 October 1979
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Thank you for sending me a copy of your minute of zz/fégiember to
the Prime Minister.

Oear fipman,

BRITISH RAIL FARES

I welcome your indication that in view of the scope for improving
efficiency British Rail should be able to avoid a fares increase
~greater than 18 per cent next year while at the same time keeping
- as we must insist - within a cash limit consistent with our
July decisions. I wonder, however, whether we can entirely rely
on the Board being able to achieve this until their cash limit
position has been further explored in accordance with our
decisions at E Committee on 20 September. I gather that our
respective officials will shortly be meeting the Board to discuss
the make-up of the 1980-81 cash limit. Pay levels next year are,
of course, a very important area of uncertainty for BR, where
staff costs account for nearly 60 per cent of total costs.

I welcome the proposed reference of the efficiency of BR's London
Commuter Services to the Monopolies and Mergers Commission. No
doubt John Nott's Department will be advising you on the arrange-
ments for the announcement of this.

I am copying this letter to the Prime Minister, other members of
the Cabinet, the Chief Whip and to Sir John Hunt.

I/‘V}

WAL

JOHN BIFFEN




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET
SWI1P 3EB

With the Compliments of
the Private Secretary to the
Minister of Transport
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Trevor Goodings Esq

.. Private Secretary to

the Rt Hon Mrs Sally Oppenheim MF
Minister of State for Consumer A g
Department of Trade

1 Victoria Street
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We spoke earlier this afternoon efter the announcement of
the proposed reference of BR commuter services to the
Monopolies and Mergers Commission. :

Tim Lankester's 1etter of today records the Prime Minister's
agreement to an early, Joint announcement by my Minister and
Mr Nott (or, if he is not back in time, by Mrs Oppenheim). As
I told you on the telephone, my Minister thinks that the best
way to handle this would be for the general announcement of
the reference to be made in a short press notice from your
Department and for him to issue separately a short statement
commenting on the proposal. A draft of his proposed press
notice is attached. Your press notice would then be drafted
in general terms and the comment, if Mrs Oppenheim decided to
make one, would be on the new powers and the Bill rather

than on the specific reference of BR commuter services. In
this way, the press should be clear that they should direct
general queries- - on the new powers, the MMC, its difference
from the Prices Commission - to Mrs Oppenheim, and specific
queries about this particular reference and BR commuter services
to Mr Fowler.

In order to meet the London newspapers' deadline my Minister
proposes that the two press notices should be released at

10.30 tomorrow morning. He will not be giving a formal press
con%erence, but will be available to talk to transport
correspondents, radio and television about the specific

jssues raised by the reference.
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I should be grateful if you could let us have a draft of
your Press Notice as soon as possible.

I am sending copies of this letter to Tim Lankester, the

_Private Secretaries to members of the Cabinet, Murdo Maclean,
and Martin Vile. 2

o mocacet,

GCen 2 ﬁ;ﬁﬂxAﬁ%rbk

MRS E C FLANAGAN
Private Secretary

A
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i m}non oomuswn SERVICES 70 . REI‘ERRED 10

HB WONOTOLISS AND MERGERE COMMISSION Ak ‘
Lurﬁfl/L°‘“‘*tz;’ fﬁ' ébbhkuahqbv /k6£x4~a 5 . Orvernniant
,*mhgﬁSeenoﬁavywosustaﬁo—fouhmaeéﬁ announced today thatfheﬂlnteﬁdS'

«l'tq;rater the Railways Board's Iondon and South East commuter
.sorvaces to the Mbnopolzes and llergers Commission under the new
powurs contained in the Cbmpetltlon Blll, currently before the

Hausa of COmmons.

'”;f;ting on tnis proposal Mr Fowler, Minister of Transport, coid
‘v”Iahave maae no mecret of my view that I cee room for substantiesl
: impmgvament in the Ra;?vays Board's London vommuter ‘services, ond
”:I‘kuow this is a view shared by Sir Peter Parker. I know from tie
corr@apondence I have recelved and from my discussions with rail
vofficiala end with commuters that these services often fall belc
fhe standard that the public expect and that the Board woula Aale
to’ grovide., l,recggnlse that there are many difficult proklems
o involved. But it is imnortant that these services should be put on
a firmxfooting for the future, The investigation of the efficiency
' Ana o
' of the rail commuter services by the Mbnopolies[gummission will be
an im;ortant atep in ;dentlfyln« clearly both the scope for carly
improvemant in the gervices and the issues which will need +o be

'tachﬂed in the longer term"

"Subiact to the final form of the Competition Blll, which began itc
ﬁﬁpcond reédﬂﬁg oh 23 July, I would expect that .the Monopoiiis and

MErgars Col aéssion (17:¢) woula wish to inelude in their examinction
the kxt@ht to %%ich any deterioration in quality of service is ° . :
.roeu%xlpf 1nefficiency, tne‘sc0pe for further Prosress on manpo.-or

4




"‘r‘
"Aa yau will mcall British Rail's fares were examined by the
Prioo Comiasﬁon in 197'7-78, with special regard being paid to
tnc highemmmnaverage increases prOposed on London commuter




10 DOWNING STREET

From the Private Secretary 2 October, 1979.

The Prime Minister has considered your Minister's minute
of 27 September which proposed.that he should make an early
announcement about the reference of British Rail's London
commuter services to the Monopolies and Mergers Commission.
She has also seen Dennis Parsons' letter of 1 October which
indicated that, in Mrs. Oppenheim's view, the announcement
should either be made by Mr. Nott or - in his absence - by
herself. :

The Prime Minister agrees that it would be a very good
idea to announce this reference before the British Rail Board
announce further fares increases. She has noted: Mrs. Oppenheim's
view that the announcement should be made by a Trade Minister;
but she feels that, since Mr. Fowler has a strong political
interest in the reference to the Commission,-and. since he-may
be called upon to defend the British Rail fares increases,
he should at least be associated with the announcement.

The Prime Minister has suggested therefore that the reference
should be announced jointly by Mr. Fowler and by Mr. Nott
(or, if he is not back in time, by Mrs. Oppenheim).

I am sending copies of this letter to the Private
Secretaries to members of the Cabinet, Murdo Maclean
(Chief Whip's Office), Dennis Parsons (Department of Trade),
and Martin Vile (Cabinet Office).

AT OTE

T- P. L./\".E"., Ny mite =0 4

Mrs. E.C. Flanagan,
Department of Transport.




CONFDENTIAL

PRIME MINISTER

BRITISH RAIL FARES f/,
le

I wrote to you on a]/Sg;;ember to tell you of
my discussions with Sir Peter Parker about British Rail's

proposals for rail fare increases in January 1980. Sir Peter
has now told me that his Board have agreed to the level of
increase I discussed with him of around 18%. The Board
considered very carefully the various spézzfic increases
proposed, such as a small reduction in season ticket discounts.
But they have decided that these were inescapable if the overall
increase was to be limited to 18%.

Sir Peter Parker plans to announce the rises in
Novegggp, as he did last year. But I understand that when the
new tickets are printed, which will be in the next few days,
the news may become public. These increases will, of course,

attract publicity whenever they are announced. But I am sure
that our recent announcement of the investigation of commuter
services by the Monopolies and Mergers Commission will have
done much to show how concerned we are about the effects of
rail fare increases on the travelling public, and in particular
the commuter. :

I am sending copies of this minute to members of
the Cabinet, the Chief Whip and Sir John Hunt.

\

—

NORMAN FOWLER
8 October 1979

CONFIDENTIAL




DEPARTMENT OF TRANSPORT
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Tim Lankester Esq

Private Secretary to

the Prime Minister

10 Downing Street

LONDON

SW1 16 October 1979

The NUR Executive have decided to close all London mainline
terminals for 24 hours from 2 pm on Wednesday, 17 October.
All rail commuter services, and many mainline services will
in consequence be disrupted on both 17 and 18 October.

The origin of the dispute is the plan of British Rail to

reduce the manning of the parcels office at Paddington station
by 56 men, all of whom would be found other work at Paddington.
The management's proposals were put to the men's representatives
in April, and a meeting to discuss them was held on 3 July.

The men's representatives refused to attend four further
meetings. After BR had warned the NUR headquarters, they
introduced the new working rosters on 3 September. But the

NUR advised the men to sign/according to the old rosters

giving them assurance that they would get their pay.

The NUR executive has called several one day strikes at
Paddington station. Their argument is that while they have
been offered consultation on the business changes, this has
not been completed, and they have not had formal negotiations
on the new manning arrangements. BR say that these matters
are usually dealt with at the same meeting.

Yesterday the Railways Board agreed terms with NUR representatives
for referring the matter to arbitration, but the NUR executive
subsequently insisted that this must be preceeded by a return

to the old working arrangements (and so by implication payment

to the men since 3 September); this stipulation the Board

could not accept and the Executive called tomorrow's strike.




My Minister is keeping in close touch with the Railways

Board and will be able to report further to the Prime Minister
at the meeting this afternoon. He is clear that the Government
should in no way urge the Board to back down in the face

of this wholly unreasonable action by the union, and he will
consider with the Secretary of State for Employment whether

it will be helpful to make any statement supporting the Board's
position during the course of today.

In accordance with the normal arrangements the Metropolitan
Police will decide what arrangements are best to handle road
traffic during the strike.

I am sending copies of this to the Private Secretaries to
the Home Secretary, the Secretary of State for Employment,
other members of the Cabinet and Sir John Hunt.

O"‘—o'wq

S R

MRS E C FLANAGAN
Private Secretary




DEPARTMENT OF TRANSPORT
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Tim Lankester Esq

Private Secretary to AN'LAxﬁyA
the Prime Minister

10 Downing Street
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The terms on which the Railways Board persuaded the NUR
executive to call off the strike threatened for today
represent concessions by both parties. A tight timetable
has been agreed for completing consultation and negotiation
on the changes to be made in the parcels office at Paddington.
In consequence, if there is further difficulty with the men
they should now find themselves without the support of the
Union. The idea of arbitration has been dropped. In exchange,
the Board have agreed to pay two weeks back pay to the men now
and a further two weeks when the new arrangements are introduced
and meanwhile to revert to the old rosters. This leaves it to
the Union to find about three weeks pay for the men, if the
Union's commitment that the men would get their pay is to be
implemented.

This resolution of the problem, in which the NUR executive
have in effect accepted that the management can put limits

on consultation and negotiation before carrying through local
changes, suggests that the Board may be able to press

forward other changes which have been held up at local level.
On the other hand, the very obstinate line taken throughout

by the NUR executive, and their readiness to call a succession
of strikes, offer no encouragement to hopes of securing their
agreement to major productivity changes for the railway as a
whole.

I am sending copies of this to private secretaries of other
members of the Cabinet, and to Sir John Hunt.

Me
MRS E C FLANAGAN
Private Secretary
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BR FARES
THE NEXT FARES INCREASE

1. The Railways Board decided at their meeting on 4 October
to increase passenger fares from January 1980. The Board
have now said that they will announce this in the middle of
November. The main elements of the proposed increase are

as follows:-

35 a general increase of 184%

b 75 some additional increases on Inter-City
services where there have been recent substantial
service improvements (e.g. the introduction
of High Speed Trains)

no general weighting of the fares increase
against London commuters, although there will
be some adjustments to the fares scales in
this area to remove anomalies and to bring

BR fares into line with those of other public
transport operators. This will mean that

on some individual routes the overall increase
will be greater than 18%%

s season ticket discount reductions of 1-2%.

2. The average increase (19.6%) will therefore be below the
20-25% suggested in the Press earlier this year.

CONFIDENTIAL
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THE BASIS OF THE INCREASE

3. The Board are already taking uncomfortable measures to
stay within their 1979-80 cash limit, and the headroom between
the limit and the likely out-turn is small. The January

1980 fares increase is necessary for the Board to keep within
their cash 1limits. The increase will be close to the year-on-
year inflation rate; and will compare reasonably with earlier
and gloomier stories of prospective increases.

PREVIOUS INCREASES

4., The pattern of fares increases during the lifetime of the
previous Government was as follows:-

1974 June 12.5%
1975 January 12.7%

May 16.5%

September 15.0%
1976 March 12.2%
1977 January - 12.5%
1978 January 14..5%
1979 January 9.4%

JG.F0. 168. 5%

5. For the future the Board aim to keep to a pattern of
annual fares increases in January. They are anxious to
avoid increases at less than 12 month intervals.

CONFIDENTIAL
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MINISTERIAL RESPONSIBILITY

6. Under the existing legislation fare levels and tariff
structures are entirely a matter for the Railways Board.

7. The Government is, however, intending to refer British
Rail's London commuter services to the Monopolies and Mergers
Commission so that their efficiency can be examined. This
was announced on 3 October.

CONFIDENTIAL
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DEPARTMENT OF TRANSPORT
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Tim Lankester Esq

Private Secretary to

the Prime Minister

10 Downing Street

LONDON '2

SW1 5 October 1979

Dt o

RATL FARES

My Minister minuted the Prime Minister earlier this month to
let her know that the Railways Board had agreed in principle
that the fares increase to take effect from next January should
be along the lines of the proposals described in Mr Fowler's
earlier minute of 27 ptember. We have now learned from the
Board that they intend to announce the details of these
increases on 15 November.

The Railways Board have also now told us the final details

of the proposed package. The general increase has now been
fixed at 18%% although, because of the various other specific
increases which make up the rest of the package, the average
increase will be 19.6%. There will be some additional increases
on Inter-City services where there have been recent substantial
service improvements (for example the introduction of High
Speed Trains), and the Board are also going ahead with their
proposals to reduce the present discount on season tickets

and to adjust the present fare scales on some services in

the London and South East area.

I am attaching a revised note for inclusion in the background
briefing for Prime Minister's Questions.

I am sending copies of this letter to the Private Secretaries
to members of the Cabinet, to Murdo McLean and Martin Vile.

Ol
MRS E C FLANAGAN
Private Secretary

CONFIDENTIAL
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the staries in "Phe Guardian"

f;rm'polir/ that there shouli be, no substantial cuts in thq
pa enger rail nptwopk. his is the view which I have con~
n+ which 1 rei*erated yesterday in the House Juring uueStio’
Iime., since under the present statutorf proce!urca propoq
DBISENEGCT "e"Vice closures to which there ure objections,wb
ve referrel to me for deciszion, I ﬁhought it only right to ,
makae it dbqoluuely clear to you and your col]eahues that thiﬁ'”'”
is the pollicy whlch I inteni to pursuc. R

! shal] want to td1k with you
ceview that you sent me on 85 October.
that, the option of closinn /al passenger o
.o‘crnwvnt nave rpjectel

U\\<,.m IR o L

P




vb
f

A"

1?2
/k('t')/')va

8 November 19790

Thank you for your letter of
7 liovember, setting out the position on
rumoured British Rail line closures. The
Prime Minister was grateful to see this
explanation. I understand that she intends

to mention the subject at the end of Cabinet
thiis morning.

Mrs E.C. Flanagan,
Department of Transport.




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

JAME NINSTER

Sh Fourw's Yesamse O M?/
Tim Lankester Esq » ; PN AP Y AV%,

Private Secretary to
the Prime Minister
10 Downing Street /¢¢&ﬂ7
LONDON
SW1 7 November 1979

AZ'MWAN

When Mr Fowler answers Questions this afternoon, he will make
it clear that there have been no secret talks with British.Rail
about plans to axe large numbers of ra services and he has

no list of services Td%"éIEEﬁFE.'TWr Fowler has repeatedly made

clear es no case for a further round of Beeching

cuts. —————————

The story in today's Guardian is thus false. It is the case that
the Minister received from Sir Peter Parker on 25 October the
Board's current Corporate Review, which evaluates the effects on
the Board's finances of a number of options drawn up by the

Board at the end of last year, and one of these would be a
programme of closures. Mr Fowler will be discussing with the
Board the various problems brought out in the review.

It is also the case that Mr Fowler has had before him a

Memorandum prepared by the Board and sent to the Department in
February spelling out their ideas for a new policy of substituting
buses, financed by the Board, for some rail services. These

are ideas WRICH tNe—Board PUt at the same time to their unions, and
to the Central Transport Consultative Committee. Mr Fowler

has also received representations from the latter. The Board

have given no list of services that would be affected by such
proposals.

My Minister accordingly does not _have at this stage any new
policy proposals to put to his colleagues. Meanwhile, the
statutory position is that the Board cannot withdraw a passenger
service except after the Minister's consent, following
publication by the Board of their proposal and a statutory
procedure for considering representations.




I am sending copies of this to the Private Secretaries to
other Members of the Cabinet, and to Sir Robert Armstrong.

MRS E C FLANAGAN
Private Secretary

CONFIDENTIAL




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

Tim Lankester Esq
Private Secretary to the
Prime Minister [ November 1979

it !

At Cabinet last Thursday it was suggested that a letter should.‘71"
be sent to The Guardian Newspaper to put the record straight
on the question of passenger rail closures.

My Minister has now decided, in the'iight of continuing and

misleading Guardian comment on this, that he should send a letter
himself. This will simply explain what th;_krue position is, as

he told the House on Wednesday and draw attention to the letter

he sent to the Chairman of British Rail last Friday (copy attached).

Mr Fowler would be grateful for the Prime Minister's authority
to proceed.

I am sending a copy of this letter to Richard Prescott in the
Paymaster General's office.

J-M
el e

MRS E C FLANAGAN
Private Secretary




10 DOWNING STREET

From the Private Secretary 13 November 1979

Thisis to confirm that the Prime Minister
is content for Mr. Fowler to write to The
Guardian on the question of passenger rail
closures - as proposed in your letter of
12 November,

I am sending a copy of this letter to
Richard Prescott in the Paymaster General's
Office. .

T. P. LANKESTER

Mrs. E.C. Flanagan,
Department of Transport
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British Railways =
(E(81) 41-45, 47 and 48)
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BACKGROUND

At their meeting on 8 April, the Committee discussed Railway pay and did

not have time to turn to the longer term papers on the Railways circulated
by the Secretary of State for Transport and CPRS. Since then the

Secretary of State has circulated a further paper, E(81) 47, listing

the issues on which he seeks urgent decisions, and the CPRS have

circulated a note, E(81) 48, drawing attention to some of the under-

lying problems and possible options.

2. My brief of 6 April summarised the earlier papers and suggested some

of the questions for discussion. This supplementary brief lists the

main questions which I suggest the Committee should now consider - they
eare an amalgam of the questions posed by the Secretary of State

for Transport in his latest paper (E(81) 47) and the CPRS in theirs

(E(81) 45). Unless, unexpectedly, the Committee is prepared to take

final decisions, the aim should be to clarify what further work the

Ay . ol

Committee would like the Secretary of State or the CPRS to do,

preparatory to further discussion after Easterf—

o —
B Does the Committee agree that the Government is politically
committed to maintaining the passenger network at broadly its present

! ———
size?

The commitment is not in the Manifesto (which called for

increased producéggfi;;izz-zzga‘;;%hing on the size of the network)
but in the p;;::-gzhtement (annexed to my brief of 6 April)

which the Secretary of State issued after an article in The Guardian
in November 1979 claiming that a major programme of closures was

under consideration. If the Committee regard that commitment

1
CONFIDENTTIAL




CONFIDENTIAL

as binding, that is an important constraint on the further work.

LS
On the other hand, they may wish to defer decision on this until

they have seen some further work on the lines suggested by the
(ST
CPRS in paragraphs 6 and 7 of E(81) 48 - that is, with the aim
—
of measuring the future of the rural services by some agreed
R
economic and social criteria rather than accepting that they

should remain open willy-nilly.,

What are the prospects and options for the commuter services?

The reality is no doubt that the commuter services in London and
s g AR

in the other major conurbations must continue. The Committee may
wish to know, however, rather more about the likely trade-off between
increased fares, improved Broductivity, standards of service, and

st gy .
levels of subsidy, and to consider whether they want further
information on the lines suggested by the CPRS in paragraph 10

of E(81) 48. TR I o p—g

5e What further work is necessary preparatory to decisions on

electrification of the commercial services (inter-city and‘fygight)?

The Secretary of State for Transport says that he is content to wait

for the prospect of the commercial business to be examined quickly

by the CPRS in relation to the electrification repoft. There

is a procedural question to be settled here on whether this further
work should be undertaken by the CPRS or by the Department of
Transport. Mr Ibbs has explained, in his minute of 10 April

to Mr Lankester, that because of their other heavy commitments

(notably their review of the relationship with nationalised industries)
the CPRS could do this only if they gave much of the work to
consultants. He suggests that, while this could be done, it might

be better to ask the Department (consulting the CPRS as appropriate)

to provide an analysis of the viability of the commercial business,

the efficiency and imp;hvements that should be achievable with and
without electrification, the options which then emerge, and a
statement of their preferred plan for this sector of BR's business.
I suggest that this further work should also cover the question

of how realistic is the possibility of involving private sector

finance in an electrification programme.

2
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The Comnmittee may also like to clarify what the Secretary of State
for Transport means when he says that he must take up soon a

"public position" on electrification. If he means that he wighes

to say that lines will be electrified when and where this makes
economic and commercial sense, and that decisions will be taken

case by case, that would seem to be a manageable proposition.

If on the other hand he—givisages going further and entering

into a relatively firm and general commitment for a very

major programme of electrification that will present the Committee
with a much more difficult decision, and you will wish to be

convinced of the case for such a commitment.

6. When should decisions be taken on BR's External Financing Limit
for 1982-83? o

The Secretary of State for Transport argues in paragraphs 3-5 of
E(81) 47 that the present provision of £579 million at 1980 Survey

prices in the Public Expenditure White Paper is unrealistic because

it was a holding figure based on the Corporate Plan which his
S ——————y, oS A . o

Department had not fully scrutinized. His own proposal is for

£695 million = £116 million higher. He asks the Committee to

———————
authorise him, in consultation with the Chief Secretary, to set

the Board this figure, or something like it, without delay.

If it were accepted that it is an inescapable fact that the

present provision is inadequate, it may be realistic to make

some adjustment now. An increase of this order would, however,

be a major pre-emption of the public expenditure discussions

later this summer: the Chief Secretary will wish to advise

the Committee on this.

7. You should know that the Civil Contingencies Unit have just
completed an analysis of the consequences of industrial action by
British Rail workers and that the Home Secretary will probably

circulate this to the Conmittee before Easter.

3
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HANDLING

8., After the Secretary of State for Transport has introduced his paper
you might ask Mr Ibbs to speak to the CPRS' note. The Chancellor of the

S e £ et i ? o
Exchequer will want to comment on the financial implications generally
and the Chief Secretary on the problem of 1982-83 in particular. The

Secretaries of State for Industry and for Trade may have comments on

the implications for manufacturing industry, including export

prospects, and for the consumer. The Secretaries of State for Scotland

and for Wales will be particularly interested in the question of

whether the possibility of closing lines is ruled out.

9. In discussion you will wish to cover the questions listed in

pdragraphs,j to 6 above.

CONCLUSIONS

10. In the light of the discussion you will wish to record conclusions

(e Bl ]

1. Whether the Committee confirm the commitment to maintaining the

ggélway passenger network at broadly its present size or whether

they want further work on the options - on the Iines suggested

by the CPRS = before coming to a decision,

2. Whether the Secretary of State for Transport may increase BR's
EFL for 1982-83, in consultation with the Chief Secretary, or
e e ]

whether a decision on this must await discussions on the general

public expenditure exercise.

3. Whether the Secretary of State for Transport can be allowed
to take a 'public position' on electrification and if so what it
should be.,

L, Who is to take the lead on the further work on the electrifi-

cation options - the CPRS or the Department of Transport and, if the
latter, whether they should do it in consultation with the
Treasury and the CPRS - and by when. '

]
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5. Whether the Committee accept the CPRS point in paragraph 16c¢.
of E(81) 45 that investment should not be regarded as an inducement

for union co-operation unless firm agreement is obtained on

productivity improvements.

ROBERT ARMSTRONG

13 April 1981

B
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PRIME MINISTER

RAILWAY POLICY

I shall unfortunately not be able to attend the meeting of E Committee
on Tuesday 14 April when discussion of railway policy will be

resumed.

I think it right therefore to let you and other colleagues know that

I am doubtful about Norman Fowler's proposal that the Government should
make clear that a major programme of electrification schemes on main
lines should not be started until new productivity agreements have

been signed with the unions securing the progress proposed in the
Corporate Plan; and that commitments to electrification should be

staged according to the improvements achieved.

There is much to be said for using the prospect of investment in a
generalised way as a lever to get productivity concessions from the
unions. But there are risks involved in the Government insisting that
the former should be conditional on the latter. As John Biffen

pointed out in his minute to you of 27 March on pay in the nationalised
industries, suppliers in the private sector, and the jobs of their
employees, are the first to suffer if funds for capital investment

in a nationalised industry are denied. And in the longer term it

will be the industry's customers who will suffer through reduced
service or higher costs. If electrification, as it appears, is

a sound investment in its own right it would be counter productive

to refuse to fund it on the ground that the unions declined to sign

productivity agreements.

Moreover the productivity concessions sought are far reaching. They
can only be secured gradually. It is just not realistic fto believe
that the unions will sign up all at once for the many changes looked
for, and the pace of electrification, given the need for much




CONFIDENTIAL

advanced planning, cannot be made specifically dependent on the pace
at which productivity improvements can be realised.

Lastly I feel sure that it would be better for the Board, rather
than for the Government, to use the productivity card. This puts
the Government at one remove; and it enables the Board to play
the card in a way which fits with their negotiating strategy.

I am sending copies of this minute to our colleagues on E Committee,

to Norman Fowler, George Younger, Nicholas Edwards, Robin Ibbs and

Sir Robert Armstrong.

J P
/3 April 1981




Passenger Railway Network

17. Mr, Jahn Home Robertson asked
the Minisl*t Transport if it is his
intention to Tuaintain all the existing rail-
way lines and services in Scotland.

Mr, Fowler: I have alrcady made
lear in a letter to the chairman of the
British Railways Board that it is my firm
policy that there should be no substantial
cuts in the passenger railway network.
A copy of the letter has been placed in
the Library of the House of Commons.

Mr. Home Robertson: I am sure that
the people of Scotland will be interested
in the characteristically evasive answer of

the Minister in using the term * sub-
stantial . Will he take this opportunity
to give a clear assurance to the people of
East Lothian that the North Berwick
branch line will not be closed while he is
Minister?

Mr. Fowler: Certainly. There is no
proposal on that line before me at the
moment, I can only repeat what | have
repeated at Transport Question Time
over the past few weeks, which is that
I am totally opposed to any substantial
cuts in the network. That is the same
policy as was pursued by the previous
Government.

Mr. Robert Hughes : Instead of repeat.
ing that old litany, will the right hon.
Gentleman look seriously at not just
passenger routes but also freight routes,
especially in the North of Scotland. The
roads there are particularly bad and are
heavily congested with oil traffic. Will
he remind me of the current position on
the Buchan freight line?

Mr, Fowler : I shall examine the issue
of freight services. I remind the House
that, as thg hon. Gentleman will remem-
ber, the list of lines that were to be
closed, as alleged in The Guardian of 1
November, has been revealed to be a list
estimated by the Ramblers Association
and not by the Government. I do not
believe that even the hon. Gentleman
would reckon that the Government are
committed by the Ramblers Association
10 a course of action,

19. Mr, Foulkes asked the Minister of
Transport if his policy of greater invest-
ment in the rail sysiem includes the re-
opening of stations and routes previously
closed, and a guarantee of no closure of
existing lines.

Mr. Fowler: It is for the British Rail-
ways Board and local authorities to con-
sider whether particular services or
stations should be reopened, 1 pay tri-
bute to the efforts of voluntary preserva-
tion societies in this regard,

Mr. Foulkes: Will the Minister give a
categorical assurance that he will not
approve any proposal to close the Ayr
to Stranraer line? Will he also comment
on British Rail's proposals to reduce the
frcquenc'y of services on that line from
Januar W at_British _Rai

can close a line by reducing services as )
cifectively as by doing it at a stroke.

dividual line.  As | have said, apart fron

answer on 7 November, there. are n

and 1 have made my general policy clear

HANSARD 5 DECEMBER 1979

Mr. Fowler: | shall look into that in-
two proposals about which | gave a
proposals before me concerning the closs

ing of lincs. In the event of an objection,
my permission is necded to close a line

on the matter,

Mr. Cryer: Will the Minister confirm
that if British Rail approaches him about
greater investment in existing routes and
the rcopening of stations to improve those
routes—for example, the routes radiat-
ing from Leeds and along the Aire valley
through Keighley, where a number of

small stations could usefully be reopened

—he will consider that approach? Does
he accept that in an international fuel

crisis we should make the maximum

possible use of our railways and improve
their usage?

Mr. Fowler: Here again, 1 shall

examine any proposals that British Rail

puts forward. However, at the moment,
no proposals of that kind have been put
to me.

Mr, Adley: Is my right hon. Friend
aware that his opening comments will be
welcome indeed to the railway preserva-
tion movement in general? Will he agree
to meet representatives of the Association
of Railway Preservation Societies so that
they may have a chance to put to him
some of the diflicultics that they still
encounter from British Rail and his
Department with regard to some of the
schemes that could be extended were it
not for some of those difficulties?

Mr, Fowler: | have already paid a
visit to one of those societies—the Severn
Valley Line—and I shall be delighted to
meet any other group that my hon. Friend
would like to bring to me.

Mr. Prescott : Is the right hon. Gentle-
man informing the House that he believes,
as he said in answer to the previous ques-
tion, that the proposal for the closure
of 40 lines was provided by the Ramblers
Association? I have in my hand a copy
of the report prepared by British Rail,
which clearly states what the 40 lines are.

Mr. Fowler: Characteristically, (he
hon. Gentleman is absolutely wrong. [

challenge him (o find the list of services
referred (o in Lhe Guardian in the report
that he is holding, As he will know af he

reads that report, there is no such list
of services, and I stund by what | hav
said. ;

~
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Mr, McCrindle ; Will the Prime Minis.
ter confirm that in the event of a national
railway strike the attitude of the Governe
ment will be as non-interventionist as it
was during the 13 weeks of the sicel
strike?  Will she further confirm that
any scttlement of the railway dispute
should include a high level of produc.
tivity, which many of us who use the
services of British Rail feel there is
ample opportunity to achieve?

The Prime Minister: I am glad to
respond to my hon. Friend. The cash
limit for British Rail is very high, 1t is
over £700 million this year. It will be
something like £730 million to £740
million next year, British Rail must live
within that cash limit and accordingly
make a settlement in its own way through
its own negotiations, May 1 express one
thought? T hope that British Rail will
not automatically assume that the rail-
way travelling public will go on paying
gvcrh higher fares, because they cannot

o that,
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10 DOWNING STREET

THE PRIME MINISTER .

8 December, 1980,

Elolle i

Dear Mrs. Batty Shaw,

Thank you for your letter of 12 November about rural
rail services.

I hope it will help allay your members' concern about
the future of rural rail services if I explain our policy and
the statutory procedures that govern rail closure proposals.
It is up to the Railways Board to decide whether to propose
the withdrawal of particular passenger services. DBut they
are very well aware that we are not prepared to see any sub-
stantial reduction in the rail passenger network, and they must
follow the procedures laid down in the Transport Act 1962 and
1968.

These procedures oblige the Board to givé full publicity
to any closure proposal and allow users the opportunity to object
to the local Transport Users' Consultitive Committee. If there
are objections, the TUCC report to the Minister, usually after a
public hearing, on poséible hardship that might be causgd by the
closure of a service. The Minister considers this report and any
other relevant factors, including social and economic circumstancocs

before reaching a final decision on whether to permit closure.

I am sure you will appreciate that I cannot comment on papticulaz
cases which will come to Norman Fowler for decision. But I hope
you will agree that the statutory procedures governing proposals
to close rail passenger services afford a substantial degree of
protection to passengers and they reserve the final decision to
the Minister.

/ 1 believe




14::# believe that railways have a continuing role to play in
m idg the transport needs of rural areas, and our-.refusal to
c!lgtenance substantial cuts in the present Passenger network
-should provide a stable framework in which the Board can plan

the future of rural railways,- Clearly, their future would be

more secure if costs could be reduced Norman Fowler has there-
fore asked Sir Peter Parker to look very carefully at ways of
reducing costs on these lines by, for example, automating level
crossings, simplifying signalling and by using lightweight rolling
Stock, Studies have shown that investment in these areas can pay
for it$elf very rapidly in terms of reduced running costs,

Yours sincerely,

(SGD) MT

Mrs, P. Batty Shaw
./ .

e e
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10 DOWNING STREET

MR. HOSKYNS

MR. WOLFSON
MR. DUGUI
MR. LANKESTER

Attached is a minute I am proposing
to send to the Prime Minister.
Could I have your comments please?

10 April 1981




DRAFT MEMORANDUM TO THE PRIME MINISTER

BRITISH RAIL

In meetings with British Rail and the Department of Transport
it is repeatedly said that there has been a commitment on the part
of the Government to the existing size of the railways. 1In his
memorandum to you of 6 April the Minister said that the "more
concentrated rail network cees is a prospect which both you and I
have publicly rejected. I really do not see how we could change

our stance on this."

It is difficult to see, however, that such a statement is
completely unconditional. if the railways become more and more
inefficient and carry smaller quantities of traffic on this large
network at increasing subsidies, then one would imagine that the
issue of reducing the size of the railway network would again

become a very live one indeed. Similarly, an unconditional

commitment to a large railway industry, whatever the efficiency

conditions and the financial results, would be an invitation to
the railway unions to put in quite extravagant claims. This may
explain some of the reluctance of the railways to conclude
productivity agreements, and may account for the fact that
productivity in freight train operation is only half that of the

average of western Europe.

The threat of imminent contraction or substantial closure of
the railways is one of the few disciplines we have on the labour
force and on management. It would be a good occasion td emphasise
that this weapon of Government has not been surrendered. Against

this it will be held that railways cannot plan for the future and

/invest




and impfove their services except insofar as they have a guarantee
that Government will not cut them down to size at some future date.
Railwaymen must see their future in the railway industry. This
should be condemned as a reflection of the rigidities of British
industry and the blinkered thinking that has brought about the
decline of Britain over these many years. No-one can adequately
predict what the efficiency of rail transport will be nor can we
say what the technological developments will bring. British Rail

should only have as much assurance as its performance warrants.

British Rail and the Departments may argue that the issue
of a smaller railway was examined in Beeching's day in the mid-60s
and in the early 70s. These alternatives were rejected as being
"inoperable" or "inefficient". Such a judgement cannot be accepted.
There is no immutable size of railway which is independent of
cost efficiency and technology. As an example of the specious
nature of British Rail's arguments, it was always urged that, in
the mid-60s, British Rail required wagon-load traffic in order to
stay in the freight business. If wagon—lbad traffic went, then
all freight would go. However, we find today that wagon-load

traffic has gone and freight operations are very substantially

train-load traffic. So it is difficult to take seriously that the

existing size of the railway system is somehow the best of all

possible worlds.

10 April 1981
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MR LAQyég;ER

cc: Mr Wright

BR's INVESTMENT PROGRAMME

I have now had a breakdown from Department of Transport of the

S ——

BR investment programme for 1981/82. The details are as follows:-

A

(a) The capital allocation is £325m at survey prices. This
_—
does not include renewal of track (treated as a revenue item)

for which a further £70m has been allowed for.
Nt

(b) BR already think that they will considerably underspend
the 1981/82 allocation - mainly in an attempt to cope with
their EFL situation. The underspend may be £30m on capital

plus an unknown amount on track.

(c) The £325m comprises £300m on the main railway and £25m

it —————
on subsidiaries. The £300m is comprised of:-
—

£120m: rail system (including electrification already under

way eg Bedford, and signalling).
freight and parcels (rolling stock and facilities).

passenger rolling stock other than "electrical

multiple units'.
electrical multiple units.

Administration (offices etc).

t/’u
f;,P Le Cheminant

8 April 1981
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You asked if we could get additional information for the Prime Minister's

use this morning when Mr Fowler raises the question on railway pay in E.

2. The only immediate useful document is Mr Fowler's minute of 27 March
to the Prime Minister about pay. Transport have now however amplified this

to me. The key points are:-

(a) The EFL calculations assume 8% for pay this year.
m——
‘(b) As Mr Fowler told the Prime Minister last night, BR think they will
be £100m, or thereabouts, down on their trading results this year. Without
offsetting action this will carry straight through to the EFL. Parker does

not believe BR can offset the £100m by their own efforts.
s B

(c) BR have an arbitration agreement with their staff which gives the

“~=yright of unilateral access to the"BR staff Tribunal. The awards of the
i} R v—
Tribunal are however only binding if both sides have agreed the reference.

The history of the Tribunal's previous awards does not fill the Department
of Transport with confidence. If the Railway unions were to exercise
their right of unilateral access so that a non-binding award emerged it

would nevertheless be very difficult for the Railways to ignore it.

S

(d) 1% on pay costs BR roughly £15m a year.

s

(e) Of the three pay options mentioned to the Prime Minister last night

by Mr Fowler, those based on staging (7% now + 4% at the turn of the
year, or 6% now + 2% in October), arezﬁzéignedﬁ¥3 keep within 8% though
the first option would raise the base pay for next year's negotiations
by 13%. The '"freeze" option was designed to reflect directly the EFL

position.

8 April 1981




CONFIDENTTAL

Ref: A0L46L47

PRIME MINISTER

Railway Policy

E(81) 41 - 45

BACKGROUND

The Secretary of State for Transport's main proposals are in E(81) 41 which is
supported by two background papers - E(81) 43 covering his Department's
appraisal of British Rail's (BR) Corporate Plan, and E(81) 44 summarising the
main issues on electrification, In E(81) 42 he makes some subsidiary
proposals for placing orders for BR rolling stock with Metro Cammell, The
CPRS in E(81) 45, raise some fundamental questions on the proposed approach

and in particular on the size of the network assumed.

2. BR published their Corporate Plan in December 1980, They: propose a major

programme of renewals and of electrification, with Government financing’gggggg;-
,*B’by a combination of productivity improvements - manpower down from
191,000 now to 153,000 by 1985 - and revenue from increased traffic, The
Department of Transport have appraised BR's proposals and substantially
modified them, The Secretary of State recommends, nevertheless, that the
present network, the rural and commuter services, and the Inter-city and freight
services should be kept going, and he endorses a substantial programme of
renewals and electrification. He emphasises the need for maximising productivity
improvements and tightening the system of financial controls on BR. He would
make the start of ;g;;3;;T;;;E;;;;;_;E—;I;Z;;;EEEZ;;;;~;:;2522—235T1ngent on
the signi;;_;; the new productivity agreements envisaged in the Corporate Plan,
His proposals are summarised in paragraph 19 of E(81) 4i,

3. 1If accepted, the Secretary of State's proposals would bring substantial
increases over the provision for BR in the Public Expenditure White Paper,
Cmnd, 8175, and a very substantial on-going commitment., The main figures,

taken from his tables, are -

-l
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£m 1980 Survey Prices

1981-82 82-83 83-84 84-85 85-86
Cund 8175 701 579 570
*Proposed 701 695 628 603 579

Difference: +116 + 58

* 0f Which
electrification 5 10 25 30 40

- -

4, These figures allow for the electrification 'Option III fast' described
in B(81) 44; that is, for net investment of £572 million completed by 1995
after which there would be a positive cash flow., This is held to show an
11 per cent real rate of return compared with maintaining a diesel railway.,

The geographical coverage of Option III is set out in paragraph 4 of E(81) 44,

5. The figures do not provide for the additional £25 million which would be
needed in each of 1983-84 and 1984-35 if, as proposed in E?Si) 42, Metro Cammell

were to be invited to supply BR's requirement for a new generation of diesel

engined multiple units., The purpose of giving them this order would be to

make good a prospéZZive gap in their order book, as London Transport's orders
fall off, and to inject competition for the longer term with BR's own
manufacturing subsidiary, British Rail Engineering Limited (BREL), Metro Cammell

employ around 1,500 men on this work in Birmingham,

6. The Secretary of State points out, in paragraph 15 of E(81) 41, that not
all of the costs need count as public expenditure if arrangements could be made
for private sector finance, This Department are looking at this with Morgan
Grenfell but for the moment there is nothing more than a general aspiration on

-

Offero

7. These papers present very major issues, not only for the present public
expenditure period but for the future of the railways to the end of the century.
BR have mounted an effective public relations campaign to win support for their
modernisation and electrification plans, and they will no doubt continue to lobby
for an early and favourable response from the Government, The unions will also

be looking for long term commitments, but I suspect that their current pay

-
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claim is more likely to be dominated by the need to reconcile their hopes for.

a settlement in line with workers in the energy industries with the constraints
of BR's 1981-82 External Financing Limit, Despite the impending pay negotiations,
therefore, I can see no reason why the Committee should not, if it so wishes,

take time to probe the details and call for an examination of alternatives,

8. As the CPRS, in E(81) 45, and Alan Walters have pointed out, the papers take
a great deal for granted in that they start from the assumption that the present
network and services are largely inviolate, and they offer no insight into the

impact of competition from road transport, particularly following the de-regulation

of bus services, and from air services., The CPRS appears to be right in holding
that the prior question is what size and form the railway system should have in
the future because the answer to that question conditions the rest, including
the place of electrification in the future system. On this approach the
Committee might want more information on the pProspects and optiqné for BR's

main services: the non-commercial rural and commuter networks; and the

commercial inter-city and freight services.

9. If you are to call for appraisal of some more radical alternatives, you will
need first to consider the assumption made by the Secretary of State, in
paragraph 10 of E(81) 41, that 'We must keep our commitment (made both before
the Election and after it) to avoid any major programme of closures and
continue substantially the whole of the Passenger network,' The Manifesto
called for increased productivity by BR but said nothing on the size of the
network, The main commitment on the latter was given by the Secretary of State
following a report in the Guardian in November 1979 that 41 passenger services
and 900 miles of line might be axed, T attach a copy of the press statement
which the Secretary of State then issued. You will wish to decide whether

this rules out any substantial ré—appraisal of the passenger network or whether
some such appraisal is necessary in the light of the very heavy demands for

financing now put forward by BR,

10, For the commuter services, both in London and for the other major
conurbations, it is no doubt realistic to assume that they should continue
over broadly the present networks, If so, the questioning will centre on how

services can be improved by productivity changes and what are the options for

2 {0
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the Secretary of State intends that fare increases should be less than BR's

assumption of 2% per cent annually in real terms up to 1985,

11, TFor the so called commercial services - inter-—city and freight ~'the
question is how far they can indeed be operated commercially against competition
from road and air. This leads on to the question of the role for electrification
and the options for it, You will note the conclusion, in paragraph 7 of

E(81) 44, that the economic appraisal of electrification shows that even with

a very large fall in passenger traffié the programme should pass the test of

a real rate of retrun of at least 7 per cent.

12, Before reaching final decisions I suggest that the Committee might want
a fuller assessment of how realistic are the possibilities for meeting some of
the financing requirements for BR's main rail activities - as distinct from
hotels, shipping etc. - from private sector finance. They will also probably

want more information on Metro Cammell and BREL before reaching any

conclusions on the proposed order for Metro Cammell and the consequent

additional financing involved.

HANDLING
13, After the Secgretary of State for Transport has introduced his papers you
might invite the Chancellor of the Exchequer and then Mr Ibbs to give their

reactions. The Secretaries of State for Industry and for Trade will want to

comment on the implications for manufacturing industry, including export

prospects, and for the consumer, The Secretaries for Scotland and Wales will

also want to comment, and particularly so if there is any thought of another

look at the possibility of closing lines.

14, The first question before the Committee is whether they agree with the
Secretary 5f State for Transport that the problem should be seen in terms of
how best to improve and finance BR's present network and services or whether
they first want to look more carefully at the prospects for each of those
services, including the possibility of reductions in the network., You will
need to consider in particular the extent to which the Government is committed
to the present network - see paragraph 9 above, If further work is to be
commissioned you might like to draw on questions raised in paragraphs 8 to 12
above and in the CPRS' paper, E(81) 45.

=l

CONFIDENTTAL




CONFIDENTIAL

15. You will wish to ask the Secretary of State for Transport for his views
on when the Committee ought to reach decisions and how this fits in with the
1981 Public Expenditure Review. Ybﬁ might also ask him to bring out in any
further papers the extent to which the Government would be committed by
decisions reached this year = you will no doubt want to ensure that, though
there might be a broad strategic framework, firm commitments to investment
would not be given prematurely but would be taken in the light of progress
on productivity agreements and constant updating of traffic and profit fore-

casts,

CONCLUSIONS

16, The Secretary of State for Transport has invited the Committee to approve
the policies summarised in paragraphs 18 and 19 of his main paper, E(81) 41
and to consider the possible order for Metro Cammell outlined in E(81) 42,

17. In the light of the discussion you will wish either to endorse these

proposals or to commission further work. If there is to be further work in

the light of the Committee's dicussion, and perhaps looking at some more radical
alternatives, you will wish to instruct which other Departments should be involved =
to as a minimum it would be sensible to include the Treasury and the CPRS

with other Departments being consulted as necessary, The Committee could

consider any further papers after Faster as soon as the Secretary of State for

Transport is ready.

s
?} -
Robert Armstrong

(pmonel &y S . Amsing anl

6 April 1981
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Press Notice

319

: 9 November‘1979

MINISTER CONFIRMS NO RAIL CUTS

Norman Fowler, Minister of Transport, has written to Sir Peter
Parker the Chairman of British Rail, to meke clear to the Railways
Board his position on any plan for a programme of rail passenger
closures. The Minister's letter reads as follows:

"I thowght I should write to you immediately following the
stories in "The Guardian" yesterday and today about the
Board's Corporate Review to make it quite clear that it is’
my firm policy that there should be no substantial cuts in
the passenger rail network. This is the view which I have
consistently expressed, both while in Opposition and more
recently, and which I reiterated yesterday in the House
during Question Time. Since under the present statutory
procedures proposed passenger service closures to which
there are objections would be referred to me for decision,




I thought it only right to make it absolutely clear to you and your

colleagues that this is the policy which I intend to pursue.

"I shall want to talk with you about the Corporate Review
that you sent me on 25 October. But you will understand
that the option of closing 40 passenger services is one
that the Government have rejected."

Commenting on his letter today, Mr Fowler said: "In view
of further comments in The Guardian, I wish to reiterate in the
pPlainest terms I can that, as I told the House of Commons on
Wednesday, I have no list of prassenger services for closure
such as was printed in The Guardian, and that there have been no
secret talks between my officials and the Railways Board to discuss
any such list of closures. The Guardian allegation was very
specific. It said that my Department and British Rail had drawn
up detailed plans to close 900 miles of railway line and 41
passenger train services, which were listed. That report, as
I told the House, is totally false."

Telephone No: 01-212 0431
Night Calls (6.30 pm to 8.00 am)

. Weekends and Holidays:
01-212 7071



Praovinciui-Rail Services

3. Mr. Anderson asked the Minister of
Transport t is his policy towards
provincial ra@services,

Mr. Fowler : | am considering currently
how best to safeguard and develop rural
public transport, and [ am considering
the views recently put to me by the Cen-
tral Transport Consultative Committee
about how best to maintain the existing
rural rail network. But I have always
made it clear that [ can see no case for
a further round of Becching cuts.

Mr. Anderson: How is “ Beeching

‘Guardian today is a complete figment ol
'some civil servant's imagination, or that he
was unaware of what was being dong
behind his back by civil servants in hi
Department? Is the Minister aware tha
if any cuts on the scale suggested i
The Guardian go ahead, they will b
fought all the way by the Opposition'
We hope to be joined in that by man
Conservative Members whose rural con
stituents would become more isolated i
the cuts were (o go ahead than they haw
been for a century.

Mr. Fowler: Let me make it absoly
tely clear that the report in The Guardiar
is untrue. I read it with astonishment
As [ have hold the House, 1 see no case
for another round of massive cuts in the
railways. I have no list of passenger ser
vices for closure such as is printed ir
The Guardian. There have been nc
secret talks between my oflicials and the
Railways Board to discuss any such list
of closures, 1 deplore the groundless
anxiety caused by such inaccurate reports.

Mre. Goodhew: Can my right hon.
Friend assure me, if there are not to be
massive cuts, that at least he will not cut
the Wautlord to St. Albans line, which is a
very convenient alternative to those who
find the electrification of the St. Pancras
to Bedford line, with its bad timckeeping
at the moment, rather inconvenicnt?

Mr. Fowler: There are no proposals
of that kind. The statutory position is
that British Rail cannot withdraw a pas-
senger service or close a passenger station
without my consent. The House may be
reassured to know that the only cases
currently in the statutory procedure arc
the Board's proposal to withdraw the rail
service connecting to the Humber ferry
when the new bridge opens, and its pro-
posal to divert a service from Kentish
Town (o Gospel Oak on the North
London line.

Mp, Snape :  Without commenting fur-
ther on the accurucy or otherwise of the
article in The Guardian, will the Minister
give an assurance that if 900 or so miles
of railway line were ever to be cut, he
would consider it to be a resigning
matter?

Vr. Fowler : 1 would certainly consider
it to be a disaster, and that is why [
have made it clear that it is not the Gov-
crnment’s intention to do so.

HANSARD, 7 NOVEMBER 1979

.V ety

Mr. Fry ¢ In order that the House may
take a slightly less emotional view of
this topic, will the Minister supply details
of the subsidy paid per passenger mile
to rail as opposed to that paid to bus
services?  Would it not be a good idea
to examine this matter in detail m relation
to these rural lincs?

Mr, Fowler: Currently, the Governe
ment provide British Rail with more than
£700 million a ycar, which is more than
£2 million a day. Last week provision
for the support of the passenger railway
was reduced by £22 million, of which £9
million was decided by this Government
and £13 million by the previous Govern-
ment,

Mr. Booth : May we take it from what
the Minister said that hc has an under-
standing with British Rail that it will
accept the £22 million cut in Government
provision without any withdrawal of pas-
senger services? The House is not satise
fied that what are called rural passenger
services in this context are a minority
interest. They cover a vast number of
towns and citics.  Will the right hon,
Gentleman assure the House that the re.
port just completed by the Policy Studies
Institute into the effects of withdrawal of
rural rail services will be available for
study by Members of Parliament before
any anpouncements arc made about
changes in the network?

Mr. Fowler: 1 shall look into the
second matter raised by the right hon.
Gentleman.  On the first one, obviously
it is a matter for British Rail to decide

- how it should live within the cash limits.

Sir Peter Parker sent me the Board's 1979
corporate review on 25 October. It con-
tains financial evaluations of a number
of options drawn up by the Board at the
end of last year. They include an option
on closing some services, However, as 1
believe has been made clear before, they
were options.  Certainly no decisions
have been taken, and I have not even
discussed the position yet with the chair-
man of the Board, since it arose only al{
the end of October,

Several Hon, Members ros¢e——
Mr. Speaker s Order. I shall call one
more hon. Member from cach side. We

shall then have had a good run on this
question,

Mr. McCrindle : Whatever may be lhy

policy about rural services, and I accep
12 M 10

Vet e v

what my right hon. Friend said, will he
lake this opportunity to reaffirm that it
is no part of this Government's policy to
preside over a still further deterioration
of London commuter services, especiully
when we are faced with a 20 per cent, ins
crease in season tickets?

M. Fowler: It is no part of my inten-
tion to preside over the deterioration ot

British Rail services, and that is central
lo our policy,

Mr. Donald Stewart: Is the Minister
aware that the cuts already made in Scot-
land under the Beeching plan left us with
services far below an acceptable minis
mum? Is he aware, further, that the bus
services in licu mostly never materialised,
and that where they did they have since
disappeared? In many arcus, the railway
provides the only means of contact, par-
ticularly during inclement weather. Will
the right hon, Gentleman repel any sug-
gestions from British Rail that these
should be cut further?

Mr. Fowler : 1 have already made my
position clear on proposals for a Beech-
Ing type cut, and it is for British Rail,
if it wants to put forward suggestions for
bus substitution on one or two services,
to do so if it wishes. S




Commuter Rail Services

10. Mr. Fry asked the Minister of
Transport what plans he has to improve
commuter rail services,

Mr., Fowler : This is, in the first place,
the responsibility of the British Railways
Board, but I am sure that my hon. Friend
will have welcomed the recent announce.
ment of the Government's intention to
refer London commuter services to the
Monopolies and Mergers Commission.

Mr. Fry : Will my right hon. Friend at
least take up with the chairman of British
Rail the future of commuter fares to
cnsure that, when the next increase takes
place, the commuters do not suffer dis-
proportionately as they did the previous

time the fare increases were made?

Mr. Fowler: As my hon. Friend will
know, | made it clear—I again make it
clear on this occasion—that I did not
favour the weighting against commuters.
The Board must decide the weighting of
any farcs incrcasc for itsclf,

uestion of commuter rail service
cssations or closures, the House was
pleased to hear that the article in
The Guardian was incorrcet. Howeyer,
it will not be quite so pleased to hear
his reply to my right hon. Friend the
Member for Barrow-in-Furnace (Mr,
Booth), which semed to throw some doubt
on it. The difference between options
and proposals is not altogether clear, If
the options are to close some services,
which werc mentioned in the article in
The Guardian, given what the Minister
said about their disastrous consequences,
will he say now whether he will turn
down such proposals?

E Mr, Joel Barnett: Reverting to the

HANSARD, 7 NOVEMBER 1979

Mr. Fowler: 1 mugt say. to the right
hon. Gentleman that no list of scrvices
due for closure has been put to my
Department. | must rest_on that.  The
right hon. Gentleman will find that British
Rail is making a similar statement today.

Mr. Bowden : Is my right hon, Friend
aware that the commuters in my con-
stituency are fed up to the back teeth with
the ever deteriorating service? They are
reaching the point that if there is a
20 per cent. increase next year, that will
be the last straw. Will he say why the
commuters in my constituency must sub-
sidise London commuters?

Mr. Cryer: Because they voted Tory.

Mr. Fowler : 1 understand the concern
of my hon. Friend, who has consistently
ut the point of view of the commuters
n the House. I hope that he will regurd
it as a constructive step by this Govern-
ment to put the commuter services under
the first  stringent  examination  of
cflicicncy by the Monopolies and Mergers
Couhimission,

Mr. Flannery : And shyt it down?

Mr. Snape: Will the Minister accep
that it is difticult to organise commute
services so that they pay because o
the millions of pounds worth of capita
assets, which do nothing for 19 hours
out of 24, needed to run the hon. Gentle-
man's constituents to their oflices by
9 a.m.? Bearing in mind that the Govern-
ment believe that people and industry
should pay their way, will the Minister
tell his hon. Friends to stop squealing?
Does he agree that commuter services do
not cven remotely pay their way?

Mr. Fowler: | advise my hon. Friends
1o keep up the pressure on this subject.
The cfliciency of British Rail is a matter
of importance to Members on both sides
of the House of Commons.

As for possible economics, although
stalling on British Rail has been reduced
generally in the past nine years, betweer
1971 and the preseat day, the numbe
of senior officers and management sta
employed by British Rail has risen from
7,800 to 9,250, an incrcase of close on
1,500. That is why we want a review.

My, Costain: Has my right hon,
Fricnd's atiention been drawn 1o the fact
that a large number of traing are not

N 1M 6 8 }

running because of a shortage of guards?
Will he ask British Rail to concentrate on
this matter?

Mr, Fowler : | know that the chairmun
of British Rail is very much aware of
that position and is trying to improve it.

Mr. Cook : If the right hon. Gentleman
insists on a cut in the passenger services
obligation which, as he fairly said, was
on top of a cut by the previous Govern-
ment, and if he is to discourage British
Rail from increasing fares to certain sec-
tions of passengers, how does he expect
British Rail to meet that deficit without
going for the kind of closures over which
the right hon, Gentleman has said he
does not wish to preside? :

Mr. Fowler: I will tell the hon, Gen-
fleman exactly. In the words of the chair-
man of British Rail when he took over
the job, an improvement in the elliciency
and productivity of British Rail is the
rock upon which the future of British Ruil
is based. | hope that both sides of the
House agree, o




Ibbs
Lankester
Wolfson
Hoskyns

PRIME MINISTER Duguid

BRITISH RAIL

In meetings with British Rail and the Department of Transport
it is repeatedly said that there has been a commitment on the part
of the Government to the existing size of the railways. In his
memorandum to you of 6 April the Minister said that the "more
concentrated rail network .... is a prospect which both you and I
have publicly rejected. I really do not see how we could change
our stance on this." (The Annex lists the official commitments.)

It is difficult to see, however, that such a commitment can

conceivably be construed as completely unconditional. If the

railways become more and more inefficient and carry smaller

.

quantities of traffic on this large network at increasing
subsidies, then one would imagine that politically the issue of

reducing the size of the railway network would again become a
very live one indeed. Similarly, an unconditional commitment to

a large railway industry, whatever the efficiency and the financial
subsidies would be an invitation to the railway unions to put in

quite extravagant claims. Recall the notorious Guillebaud Bostrum:
if government wills the end it must will the means. This apparent

commitment may explain some of the reluctance to conclude

productivity agreements, and may account for the fact that

e ————————
productivity in freight train operation is only half that of the

average of western Europe.

The threat of imminent contraction of the railways is one of
the few disciplines we have on labour and management. It would
be a good occasion to emphasise that this weapon of Government
has not been surrendered. Against this it will be held that
railways cannot plan for the future and invest and improve their
services except insofar as they have a guarantee that government
will not cut them down to size at some future date. "Railwaymen
must see their future in the railway industry" etc. This should

be condemned as a reflection of the rigidities of British industry
and the blinkered thinking that has brought about the decline of
Britain over these many years. No-one can adequately predict what

/the efficiency
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the efficiency of rail transport will be nor can we say what
technological development will bring. British Rail should

only have as much assurance as its performance warrants.

Its not the Government that cuts an industry (whether rail or

steel) down to size - its the departing customer.

British Rail and the Departments may argue that the issue
of a smaller railway was examined in Beeching's day in the mid-
60s and in the early 70s. These alternatives were rejected as
being "inoperable" or "inefficient". Such a judgement cannot be
accepted. There is no immutable size of railway which is
independent of cost, efficiency and technology.

1% April 1981
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STATEMENTS OF POLITICAL COMMITMENT TO NO SUBSTANTIAL
REDUCTION IN RAIL PASSENGER NETWORK

The main commitments to the existing passenger network seem
to have been made on 7 November 1979 in response to a report in
The Guardian that substantial cuts in rail services were planned.
(Flags A, B and C attached refer.)

The second commitment, and the most recent, is the Prime
Minister's letter to Mrs. Batty Shaw, Chairman National Federation
of Women's Institutes (flag D). This is particularly an assurance

about passenger services in the rural areas. It says:

"I believe that railways have a continuing role to play
in meeting the transport needs of rural areas, and our
refusal to countenance substantial cuts in the present
passenger network should provide a stable framework in
which the Board can plan the future of rural railways.
Clearly, their future would be more [emphasis added]
secure if costs could be reduced."

Thus it can be interpreted as saying that they are not now
entirely secure. And that although the Government does see a
considerable role for the existing passenger network, it cannot

be provided at any cost.

13 April 1981
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When Mr Fowler answers Questions this afternoon, he will make -
it clear that there have been no secret talks with British Rail
about plans to axe large numbers of rail services and he has

no list of services for closure. Mr Fowler has repeatedly made

ittclear that he sees no case for a further round:of Beeching
cuts,

The story in today's Guardian is thus false, 1It"is the case that
the Minister recq%yed from Sir Peter Parker on 25 October the
Board's current Corporate Review, which evaluates the effects on
the Board's finances of a number of options drawn up by the

Board at the end of last year, and one of these would be a
programme of closures, Mr Fowler will be discussing with the
Board the various problems brought out in the review.

It is also the case that Mr Fowler has had before him a
Memorandum prepared by the Board and sent to the Department in
February spelling out their ideas for a new policy of substitutin;
buses, financed by the Board, for some rail services. These

are ideas which the Board put at the same time to their unions, a-
to the Central Transport Consultative Committee.,. Mr Fowler

has also received representations from the.latter. The Board

have given no list of services that would be affected by such

proposals,

My Minister accordingly does not have at this stage any new
policy proposals to put to his colleagues. Meanwhile, the
statutory position is that the Board cannot withdraw a passenger
service except after the Minister's consent, following
publication by the Board of their proposal and a statutory
procedure for considering representations.
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Treasury Chambers, Parliament Strect. SWI1P.3.

Rt Hon Norman Fowlar MP

Minister of Transport

Department of Transport

2 Marsham Street

London SW1P 3EB : 11 September 1980
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BRITISH RAIL FINANCES 1980-81

You wrote to me on 9 September seeking an early decision on an
increase Iin British Rail Vs "‘EFL from £750 million to £790 million.

Any proposal for an increase in an EFL is bound to be unwelcome.
This'is'particularly 'so-1in-British Raills. case; givenwthe high
pay settlement which they conceded this year and the impact of
the recent announcement of a November fares increase. We must
avoid at all costs the appearance of being willing to finance
any deterioration in the Board's position by fares increases and
further Government funds without the industry itself taking the
maximum offsctting action.

That said, I was grateful for the explanation in your letter of
the measures which the Board have taken to offset the excess which
they now expect. In the light of your judgement that there is no
possibility of the Board making further economies this year, other
than perhaps some further asset sales, I am prepared to agree to
the increase in the Board's EFL which you proposc.

However, I think we will need to consider its presentation very
carefully in present circumstances. Your proposal to limit the
increase in the EFL to less than their forecast excess, leaving
them to make further economies this year or face an equivalent
deduction from next year's EFL is very helpful in this context.

We will also /need to consider timing. I appreciate your wish to
pin the Board to their new target as soon as possible but I think
a decision must wait until after the discussion in E Committee of
the steel and shipbuilding 1980-81 position. There may be advantages
for our general policy towards EFLs in a simultaneous announcement
of any changes rather than a series of independent ones.

I am copying this letter to the Prime Minister and Sir Robert
Armstrong.

\/cw'c I\\hl L g s @ux
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[ Approved by the Chief
Y JOHN BIFFEN Secretary and signed
? in his absence]




Treasury Chambers, Parliament Street. SWI1P 3AG

Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Marsham Street

London SWl ‘ 10 September 1980

e M.,

Thank you for your letter of 9 September and for bringing me up
to date on the Board's decision to withdraw immediately from
their collected and delivered parcels business. I agree that we
do not want to do anything which might weaken the resolve of the
Board although as Nigel Lawson pointed out in his letter of

1 September we cannot preempt next week's discussions about the
financing requirements of the nationalised industries.

I note that the repercussions of BR's move on National Carriers
Limited may lead to further transition costs and to a requirement
for additional external finance for NFC of up to £10m. As with

the original decision by BR, I welcome the commercial approach
being adopted by NFC and if the need arises, I agree that we shall
need to look sympathetically at NFC's case for additional external
finance. Again, however, you will understand that it is impossible
to make any sort of commitment in advance of next week's discussions
which will take place against the background of an assessment of

the overall financial position of the nationalised industries.

I note that you judge it unnecessary to hold up incorporation of
NFC on this count and on this basis my officials are making
arrangements to have the necessary Order signed by two Lords
Commissioners as soon as possible.

I am copying this letter to the Prime Minister.

B,

JOHN BIFFEN
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Prime Minister
RAILWAYS PAY

We are now coming towards the due date (20 April)
for the main railway pay settlement. The Unions have presented
claims for substantial increases on which they have not put a
figure, but they appear to be looking for 13%. Before making
any reply, the Railways Board are pressing the three Unions
to say what they will do about the commitment from last year to
negotiate a new productivity agreement. The Unions are not
agreed among themselves how to reply, and this is likely to
prolong matters.

I have emphasised to the Railways Board the powerful
reasons for a settlement within the figure, incorporated in
their budget and in the EFL, of 8%. With the levels of settlements
being achieved in the public services, in many public industries
(like the National Freight Company, which has settled just above
5%) and in private manufacturing industry, the railways cannot
be in any serious recruitment difficulty. The recession is still
eroding their traffic, and so cutting back their ability to pay.
I shall keep in close touch with the Board to see that we reach
as keen a settlement as can be managed.

CONFDENTIAL




CONFIDENTIAL

But we must recognise that the Unions' attitude has
hardened in recent weeks, as they have seen developments in the
coal industry and the water industry - and now gas - and they
may now have expectations which cannot be met. With the heavy
pressure the Railways Board are putting on manpower reductions
and cutting out excess capacity, we must recognise an increasing
possibility of industrial action linked to Jjobs as well as pay;
and on the pay front we must remember that the Rail Unions have
a right of recourse to the Railways Staff National Tribunal under
Lord McCarthy, though any award from him would not be binding
where the reference had not been agreed by the Railways Board.
The existence of the Tribunal is another factor which may inhibit
the room for manoeuvre. I expect that matters may move quite
slowly. I am keeping in close touch with the Board to secure
that we have as much time as possible to consider matters as
they develop.

I hope colleagues agree with this approach; there are
obviously dangers. I am sending copies of this minute to the

Chancellor of the Exchequer, the Secretary of State for Employment
and to Sir Robert Armstrong.

.

RMAN FOWLER

27 March 1981
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Several things of interest in
New Scientist this week, at
the flags.

\-—

I attach a note from Transport

about the algrming story o
the advancedaﬁa§§ﬁnger train.

You will see that it has some
TRt hi i n it

The piece on binary nerve
gases is relevant because Q1
on Tuesday, from Frank Hooley,
is on that very subject.

There is also an article on

radar developments in the
Air Force.

——

13 March 1981
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Nick Sanders Esq
Private Secretary to
the Prime Minister
10 Downing Street
LONDON
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ADVANCED PASSENGER TRAIN

You asked about the article on the Advanced Passenger Train in
this week's New Scientist. The article is unduly alarmist.

The main points are:

=55 Since the prototypes were authorised in 1974 there
have been many delays resulting from technical problems
and industrial disputes; i

ii. the latest problems are better described in the
Board's Press Notice of 23 February, and a Financial
Times article of 12 March largely based on briefing by
the Board (copies attached); :

———

iii. the Board's decision that the APT should operate

at 125 mph rather than the maximum design speed of 150 mph
was a business one based on considerations of cost and
that the extra speed would save only about five minutes
between London and Glasgow, because of the nature of the
track and signalling;

iv. it has always been made clear to the Board that
any approval of a fleet of APTs would depend on successful
experience of the prototypes in commercial service;

vi. the future of Inter City cannot be allowed to depend
entirely on the success of the APT. The Department is
awaiting the Board's latest appreciation of the prospects
for the APT and of the implications of the delays in the
project.
On the question of APTs colliding, we understand from the Board
that they have identified QBEZVa theoretdial possibility of any

N
N— e ————————
—— e




collision occuring in the event of a failure of both the tilt
mechanism and the safety device for returning the train to the
upright position. This possibility is restricted to certain
curves where the separation between the tracks is less than
normal. The Board is establishing whether there would be any
risk in practice. If so, the solution would be to increase the
separation between the tracks by a foot or so. Such modest
track works would certainly not invalidate the APT concept.

e

e

R A J MAYER
Private Secretary
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BRITISH RAIL FINANCES 4980/84

I am very grateful for your letter ofl}}/ég;temberand
Tfor agreeing to the ingpreage dp British Rail's EFL for

this year from £750m to £790m, %
S A R I BT AL

I entirely agree with you that the presentation and
timing have to be handled carefully, In view of the very
heavy press campaign that British Rail have been mounting
over the past two or three weeks, I shall need to make three
things very clear, The first is that we have in fact
responded very positively to Sir Peter Parker's arguments
for limited flexibllity. The second is that we are still
setting him very tight short-term obgectives. The third is
that we are not expecting him to make the fare paying
passenger pay for the losses on the freight business.

I appreciate that there could be advantages in a single
announcement relating to several industries., But there is a
particular timing problem about railways, Sir Peter Parker
has committed himself publicly to announcing on 17 September
the particulars of the fares increase to apply from 30 November,

- » i s 47
He is short of time, because he needs to make the announcement

—
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before the particulars are widely diseeninated within the
railway, as is necessary for'working out all the new fare
schedules, But I have persuaded him, without anyapromise
at all, to defer his announcement for at least 48 hours,

I have thus secured a very brief interval which would allow
us to make the announcement about the change in the EFL, 3

I think it is very desirable to do so. That way we will
secure that questions about the Justification of the fares
are shifted back on to the proper topic, which are the Board's
costs and the fortunes of the passenger business,

I should therefore very much like to go for an
announcement on Thursday 18 September,

g

I am copying this letter to the Prime Minister and .
Sir Robert Armstrong.

¢

\

NORMAN FOWLER

CONFIDENTIAI?.Q




Rail House

Euston Square

PO Box 100

London NW1 2DZ

Telephone 01-262 3232 Press extensions 7021/4

BR'S ADVANCED PASSENGER TRAINS:
' A PROGRESS REPORT

British Rail said today that although the testing
and commissioning stage of the Advanced Passenger Train was
taking longer than expected it had yielded excellent
results. The first 100,000 miles of test running had already
proved beyond all doubt the fundamental soundness of the
train's advanced technology and the technical excellence of
the coach tilt system.

Giving a progress report on the APT project, Mr
Tan Campbell, British Rallways Board's Vice-Chairman said
the main cause of the delay to the start of APT 125 services
was the time needed to désign and implement the technical
modifications found to be desirable to improve performance
and efficiency following the test runs. It is clear now,
explained Mr Campbell, that the test and commissioning
programme, which included a big driver and crew training
element as well as test running, made insufficient allowance
for programming the three prototype trains into works for
modifications.

With the trains based on Glasgow for test running,
it has also proved time~-consuming transferring them back .
over the non-electrified route to Derby, where the main APT
design and works resources are located, for modifications
to be implemented.

BR 34004/75
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Mr Campbell said it was believed that the main
areas where technical improvement could be achieved had
now been identified but a great deal of further test
runhing would be necessary to prove the modifications that
these entailed.

The work currently in hand was primarily concerned
with the fitting of a device to lock a coach in the upright
position in the event of a tilt failure and another to
monitor the performance of the trains conventional clasp
brakes which are for use during slow speed running and
for parking the train.

Test running had shown that a tilt failure would be
a rare occurence, nevertheless the device was considered to
be a sensible precaution to avoid discomfort and unnecessary
concern among those travelling in such a coach.

The brake monitoring device was necessary because
it had been found that a brake shoe of the conventional
clasp brake occasionally rubbed excessively on a wheel.
This could create an unacceptable build up of heat in a
wheel, Because of this unsatisfactory characteristic,
changes in design would be made for the production trains,
but the device now being fitted to the prototype trains
would enable a faulty brake to be isolated. The APT's
main hydrokinetic (water turbine) brakes for use at high
speeds had performed extremely well thrbughout the test
runs, . |

Turning to the future Mr Campbell said he expected
the first fully modified train to resume test running next
month. He would not forecast a date for the start of
passenger service as this would depend on the overall
performance of the train., A date would be announced as
soon as the commissioning team was satisfied that APT had
been tuned to the highest standard of reliability and comfort.
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At that time the train would be scheduled to run
at its full 125 mph service speed. There would not be a
running in period.

The next step is to concentrate more effort into
the design of the production train. Translating the
experience gained from the prototype stage to the production
train, called for a big design effort and the longer than
expected prototype stage has delayed the start of this.

A date for the first production trains will depend
largely on the performance of the prototype trains in
passenger service and the extent to which it proves possible
to build up resources for the production train design team,
This problem is now being examined, said Mr Campbell, and
if the kind of resources needed can be found,the first
production train vehicles could well be coming off the
production line towards the end of 198l

At that stage the level of production could be
adjusted to meet business requirements and relate to a
programme of electrification of the kind recommended in the
recent joint report,*

In view of the delay to the production trains, Mr
Campbell confirmed that the Board was studying options for
re-phasing or bringing forward rolling stock building
Plans to fill ‘the production lines until the start of work
on APTs, = '

* Review of Main Line Electrification.
HMSO £h550-

February 23, 1981
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Advanced train crash risk probe

BY LYNTON McLAIN, TRANSPORT CORRESPONDENT

“A RARE possibility” that
British Rail’s 150 miles an hour
Advanced Passenger Train
could collide with another tilt-
ing APT travelling at high
speed in the opposite direction
is to be investigated, British
Rail said last night.

The possibility of a collision
between two travelling toward
each other at a maximum com-
bined designed speed of
300 mph occurred to British
Rail's engineers after runs with
the prototype trains on so-called
“ peverse curbs " of track on the
London-Glasgow route.

The trains’ automatic tilt
mechanism tilts them to take a
corner at high speeds, then tilts
it the other way to take a
reverse curve, again at speed.

Occasional malfunctions with
the tilt mechanism made BR

instal a fail-safe device to return
the train automatically to verti-
cal in the event of a tilt failure.

BR accepts that a * remote
possibility  exists” that a

collision could occur if the tilt
mechanism and the fail-safe
device both fail, allowing the
train, tilting one way to enter
a curve where it should be
tilted in the opposite direction.

The train would then be out-
side British Rail’'s loading
gauge, the safe width allowed
for trains, and could collide
with an oncoming train of the
same type at full tilt on a
separate track.

*“ This phenomenon has
theoretically proven itselt
possible” BR said last might,
“we shall now look at the
reverse curves on the route to
see if clearances are adequate

to meet this problem., If the
clearances are not adequate we
will make them adequate,” BR |
said.

This would involve re-laying
track specifically to allow for
safe running by the train. This
would be ironic for BR because
the train was designed in the
late 1960s as an example of
what could be done to make
passenger travel at 150 mph
possible, on existing track.

The French and Japanese
high-speed trains have all been
designed round a purpose-built
track. The Japanese Bullet
trains have been running for
many years, and the French
TGV train enters service in
October at 160 mph.

The train is vital to the future
of commercial success of Inter-
City, and was to have entered
service in 1979, .
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31st December 1980

Tim Lankester
Private Secretary

10 Downing Street
Whitehall
SW1.

Doy ~T?“‘)

RATL SERVICES

I am writing to let you know of the possibility that
services Southern Region may be disrupted during the coming
week.  Elements within ASLEF are seeking to cause trouble on the
introduction of the new rosters on 5 January, as part of the
service reductions that British Rail ig having to make. Further
meetings are being he his week to try to ensure normal working,
and it seems unlikely that any action would have official Union
support. But in any event the British Railways Board will need

to hold firm to the sort of the measures they mygt take to keep
within the financial limits they have been set.

25 I should explain that this matter is not directly connected
with the unspecific threats of industrial action reported in
recent weeks from both the ASLEF Executive and previously the NUR
Executive. These arise from Sir Peter Parker's efforts to
confront his Unions with the problems facing the railways, and to
secure from them joint commitment to genuine productivity changes.
These efforts are continuing.

) I am sending copies of this to the Private Secretaries of
the Secretaries of State for Employment and Industry, the
Chief Secretary and Sir Robert Armstrong.

‘joéﬂ :

(:AAJt\~¢F~:) lv&ﬁbuqak
(R A J MAYER) 2 %
Private Secretary




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

Mike Pattison Esq Y/ /XM“(Z»
——

Private Secretary to

Prime Minister
10 Downing Street
LONDON SWA /?l 12 December 1980
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The Prime Minister may like to be aware that the British
Railways Board have decided to publish the Corporate Plan which
they have Jjust submitted to Mr Fowler, “They have decided that
this is the best couTse, to avord the disruptions of last year
when a version of the entire document was leaked from within
the Board's organisation to the Guardian newspaper. We understand
that publication is likely to be next Monday.

In this year's Plan, the Board have sought to set out what
the railways could achieve, including a rising investment
programme, without additional calls for external finance., The

Plan sets out proposals for major productivity improvements,
involving manpower reductions of some 30,000. It also projects
real fare increases of 23% per annum and asserts that such a policy
is made necessary by the financial limits; however, this upward
pressure on fares appears to arise from projected increases in
costs which are not fully described or explained.

My Minister will be putting his analysis of this Plan to
E Committee, when he reports early in the New Year on his longer

term view of railway finances, Meanwhile, Mr Fowler is considering
whether to issue a brief statement when the Plan is published.

e
Lo

MRS B E RIDDELL
Private Secretary
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Rt Hon Norman Fowlexr MP
Depanrtment of Transportt
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BRB: EFL AND GRANTS FOR 1981-2 <)~ atw?

: C(’\
In David Howell's absence-at the: IEA Ministerial Meeting in
Paris, I have seen copje€s of the correspondence between
John Biffen and yourself about the announcement of the increase
in grants to BRB in 1981-2,

You must be the best judge both of the decision itself and of
the need to announce it now. However, there must be a risk that
any concession to BRB may be used in a distorted form in
argument about our handling of the NCB, especially given the
links between NUR and NUM. I hope therefore that you will keep
an announcement in the lowest key possible., Further, I hope that
you will be able to avoid stressing that EEC rules require this
increase, since I am resisting NCB pressure to pay them the full
amount of a discretionary grant which is allowed by some ECSC
decisions,

e

'/,."/(,,Q’L‘M j’w—
/
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JOHN MOORE
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

ce s Hiie Pm&é

Tim Lankester Esq 12
Private Secretary to the

Prime Minister | & Suz{ﬂzuﬁvé*) [

10 Downing Street ?[.l

LONDON Sw1
BDEYS i )
RAIL FARES

British Rail will announce tomorrow the fare increase to
come into effect on 30 November, The average increase is 18%%,
Following discussion with the Minister on the need to lessen
the impact on commuters, British Rall are applying a lower
average increase on season tickets and will exceptionally allow
season tickets to be bought at the current rate right up to
30 November,

Details of the individual fare changes will be published in
late October, These include higher increases on shorter journeys
within London where the average lncreases on the ordinary fares
are.gg%u These fares will still be some 15% below London Transport's.

In his announcement today of the increase in British Rail's
EFL the Minister has made clear that the financial forecasts by
the Board on which that increase was decided included the effect
of the decision which the Board had already announced to increase
fares on 30 November, He has also stressed that the effect of the
increase in the EFI is to avoid any need for the freight losses
to be loaded on to passengers,

The reason for the fares increase can only be the changes
in the Board's costs, In any comment he makes tomorrow on BR's
announcement the Minister has it in mind to point to this year's
pay settlement on the railway as the main factor,

I am sending a copy of this to the Private Secretaries of the
Chancellor of the Exéhequer and the Paymaster General,

Jldn
Mcw)

R A J MAYER
Private Secretary

CONIFDENTIAL




Treasury Chambers, Parliament Street, SW1P 3AG

The Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Mansham Street

London SW1P 3EB 17 September 1980

DW N/’Wz
BRITISH RAIL FINANCES 1980-81

Thank you for your letter of ig/geptember. As you know, I would
have preferred to consider how an announcement about British
Rail's EFL might fit in with other announcements which may be
necessary, but the timing of the Board's announcement about fares
increases does, unfortunately, seem to preclude this. On balance,
I agree that most seems likely to be gained from an announcement
in advance of the Board's announcement about fares and I therefore
agree that you should make it on Thursday 18 September. I still
attach importance to the presentation of this announcement and

T would therefore .be grateful if you would clear its text with

my officials before it is put out.

I am copying this letter to the Prime Minister and Sir Robert
Armstrong.

St

JOHN BIFFEN




DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SW1H OET Telephone 01-215 7877

Fromthe Secretary of State

Roger Watts Esq
Private Secretary
Chief Secretary
HM Treasury
Treasury Chambers
Parliament Street
Iondon, SW1P ZHE l 6 September 1980

Bag Kogy

RATIL SERVICES TO GATWICK AIRFORT

In his paper on rail services to Gatwick (E(80)100) the Chief
Secretary referred to the relationship between forecasts of the
number of passengers who are likely to be using the airport in
the 1980s and the need for improvements at Victoria Station.

My Secretary of State has asked me to write in advance of the
E Committee meeting to give the latest available information on
this aspect of the issue.

While it is certainly true that the BAA have, since last year,
been forecasting little, if any, growth in overall air passenger
traffic at their South East airports during the current year,

this does not fully reflect the particular circumstances of Gatwick
airport. As a result of the measures this Department has taken

to divert growth from Heathrow, the number of passengers using
Gatwick in the twelve months ending July 1980 grew by 10.8 per cent
as against only 2.4 per cent at Heathrow. In June and July (for
which the latest figures are available) the number of passengers
increased by 15.5 per cent and 14.8 per cent respectively over the
same months in 1979, whereas traffic at Heathrow actually declined.
It would, therefore, be misleading to draw any conclusions from
the overall state of the air transport market at present. o

So far as the future is concerned, there are, of course, very great
uncertainties about any set of forecasts produced in present

economic circumstances, but the BAA's current view is that Gatwick
will reach the 16 million passenger level by about 1986 (as opposed

to 1984 predicted 18 months ago) and 25 mppa at some stage in the
early 1990s. This, more pessimistic, estimate still implies however
that the number of passengers using the airport will increase by about




From the Secretaryof State

10 per cent per annum or, on average, by more than a million
additional passengers each year. This will clearly have
repercussions on the quality of the transport links between
Gatwick and Victoria. '

I am copying this letter to the other Privéte Secretaries to
Members of E Committee, to Tony Mayer (Department of Transport)
and to David Wright (Cabinet Office). : A

Private Secretary
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Tos MR LANKQ?fgg

Froms J R IBBS

British Rail

15 Following the short discussion at E Committee on 8 April, the CPRS

has prepared a supplementary note which is intended to put the most recent

paper by the Secretary of State for Transport (E(B;)&?) into context with
P ket itk

the papers previously submitted and to draw attention to some of the under-

lying problems and possible options., =TI attach an advance copy of this
paper (E(81)48).

235 In paragraph 7 of E(§l)47, the Secretary of State says: "But I am
content to wait for the prdspect of the commercial business to be examined
quickly by the CPRS in relation to the electrification report." Because
of our heavy ca;;:ht commitments I believe we could only undertake such an

assessment of the commercial business if we remitted much of the work to

consultants, I do not foresee difficulty in obtainiﬁé suitable help of

M
this kind if Ministers were to decide they would like an assessment made.

Dy Personally I think the Department of Transport might be asked to
provide an analysis of the viability of the commercial business, the

efficiency improvements that should be achieveable with and without

electrification, the options which then emerge, and a statement of their

e e $
preferred plan for this sector of BR's business,

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

10 April 1981

Att

CONFIDENTTAL
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Qa 05126

Tos MR TLANKESTER

From: J R IBBS

BR Finances: E(80)105

115 The British Railways Board currently forecast an over-spend of
£68 million on their EFL for 1980/81. A £40 million increase has been
agreed between the Minister of Transport and the Chief Secretary. The
over-spend is in part due to the steel strike and to the recent loss of

business. However, the pay settlement (at 18 per cent) cost £44 million

N
e s

more than the budgeted amount. B

st 0 G RSN

25 BRB's forecast of financing requirements for 1981/82 is for an
increase of £59 million above existing provision. This does not include

the £50 million sought for the parcels closure (£30 million of which would
fall in 1981/82) nor the sums for the Victoria-Gatwick service. The Minister
proposes savings (paragraphs 6 and 7 of the Annex) to offset the £59 million
which if realised to the full could yleld some £70° m11110n.

e ———"
e AL

555 It is important to ensure that price rises for 1981 should be kept

to a minimum both because of the general effect on inflation, and the further
possible loss of traffic. It is claimed that the investment programme has
now been reduced to an extent such that any further cuts in it may endanger

the long term viability of the system.

L, The CPRS believes that, in addition to the Minister's proposals, three

further avenues need to be explored:

(i) Pay. BRB's forecast implies a pay settlememt of % per cent above
the April 1981 rate of inflation (2% per cent below the RPI plus 3 per

B .
cent for productivity). The Minister proposes a saving compared with

this of £40 million by aiming at a settlement in single figures It
is not clear what assumption is being made about ;;;-X;ril 1981 rate
of inflation. If, as we suspect, the assumptions imply a settlement
of just below 10 per cent, does this go far enough? If necessary

L o v A LGRSy

are Ministers prepared to face a national rail strike?

e L LT, R LN

i
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(ii) Productivity. In 1976 a potential of §0,0 npower savings

in six years was identified with about half to come from productivity
. p———
agreements; so far little has been achieved. In a Report on

passenger services in the South East of‘E;éland about to be published
the Monopolies Commission has identified a number of national and

local conditions which restrict efficiency. The 1980 pay settlement

included a timetable for consultation (as distinct from implementation)

on proposals for major prodEZ¥T$?¥§ improvements which BRB hope will
be operational by 1983. It should be possible to produce rapid
improvements in productivity. For example, in 1975, under the
impulse of severe financial pressure, major sav;;E;“*ere achieved

N 4

in under three months (equivalent.to £2 million per annum in Southern

Region alone). To what extent can the savings envisaged in the
1980 agreement (put at £150 million) be speeded up to ensure that
more of them occur in 1981/82?

AT R ot TN y PR
(iii) Future investment. Consideration of this must await the new

Corporate Review which is due in the Autumn., It will be important to
ensure that options to be considered then will include the possibility

of cutting back the loss making rural services.
\ B AP A LR sk Y

Die The CPRS also believes that if significant additional savings can be
found as identified above, priority should be given to the parcels closure

scheme as there should be longer term savings of about £30 million a year.

6. I am sending a copy of this letter to Sir Robert Armstrong.

JA

16 September 1980

2
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Ref: A03004

CONFIDENTIAL

PRIME MINISTER

British Rail Finances
(E(80) 105)

Rail Services to Gatwick Airport
(E(80) 100 and 101)

BACKGROUND

These papers deal with British Rail financing and investment, and as a
separate issue (because the project would not attract high priority from British
Rail) the possibility of a special rail link to Gatwick Airport.

2, On British Rail financing, the Minister of Transport has agreed with the
Treasury anc increase of £40 million on the EFL for the current year, but
proposes a very tight target for 1981-82, including any carry-over from the
current year, The existing British Rail forecasts for 1981-82 assume a wage
settlement only 23 per cent below the RPI, and the Minister believes that with
pressure a substantially lower figure should be achievable. He proposes, again
with support from the Treasury, to earmark special loans outside the normal EFL
of up to £50 million to ease British Rail's withdrawal from parcel services.

This would improve British Rail's cash flow by over £30 million per annum in the
longer term, but would result in the loss of 7,800 jobs, and risks major industrial
disruption (paragraph 7).

55 The Minister proposes to threaten to withhold capital approvals in 1981-82
unless these can be financed in the normal way within the EFL, or by advancing
from later years the disposals of assets, such as hotels or shipping services.
Although this approach would increase the pressure on British Rail, it would also
leave them with all the benefit of the disposals, whereas other public sector
disposals have been used to reduce the PSBR, rather than to permit additional
expenditure by the body carrying out disposals.

4. On the financing and investment programme for years beyond 1981-82,
the Minister proposes to bring forward proposals in the New Year. In the mean-
time the assumption in the Chief Secretary's paper (E(80) 104) is that the existing
provision for 1981-83 and 1983-84 will not be increased.

—1-
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bs British Rail have made no provision for a special rail link to Gatwick,
since this would be only marginally beneficial to their finances. The Department
of Trade argue that airport policy depends on providing an adequate service from
Gatwick to London. The Chief Secretary accepts that it will be necessary in due
course to improve the service to Gatwick, but believes that further study of the
expected growth of passengers is needed, before the optimum timing for such
investment can be decided. In the meantime, he recommends against making
provision to finance the link, which would cost £21. 3 million in the survey period.
HANDLING

6. It would be as well to handle general British Rail finance (including any
special provision for parcels) and the Gatwick issue separately. On the former

you might invite the Minister of Transport to introduce his general paper. You

will then wish to call the Chief Secretary and the Secretary of State for

Employment, particularly for his views on the industrial relations consequences

of withdrawing from parcels, and of pressing hard for a low pay settlement.
Subject to points raised, the Committee may be able to accept the Minister of
Transport's proposals, as summarised in paragraph 9(a) - (d) of E(80) 105.

T You might then turn to the Gatwick issue. You might ask whether any
Ministers disagree with the Chief Secretary's recommendation of a further study,

before the timing of the project is decided. Itis possible that the Secretary of

State for Trade will wish to seek agreement for the project in principle, even if

a one-year delay is accepted now and the precise timing after that is left open to

=
study, on the ground that, if the project is delayed too long, it will not be

completed in time to cope with the additional load of passengers deriving from
the increased use of Gatwick Airport, and that will make it more difficult to
transfer flights to Gatwick and relieve congestion at Heathrow. Against that,
the Chief Secretary will no doubt argue that any financial provision now will add
to the difficulties of controlling the nationalised industry totals,
CONCLUSION

8. You will wish to record conclusions on:-

(i) how far the Committee accepted the Minister of Transpbrt's

recommendations in paragraph 9 of E(80) 105; and

-2-
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on the Gatwick link - whether the Committee agree in

principle to the investment (subject to further review of

timing), or whether they merely agree that the proposal

should be looked at again when the timing has been further

examined.

(Robert Armstrong)

16th September 1980
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Foreign and Commonwealth Office

London SWIA 2AH

From The Minister of State
[6 September 1980

IMPROVEMENT OF VICTORIA/GATWICK RAIL LINK

I have seen the paper which you have prepared jointly with
Norman Fowler for the meeting of E Committee on 16 September.
As no Minister from this Department will be attending, I am
writing now to record our support for your recommendation.

I have also seen John Biffen's memorandum (E(80)100). However,
I do not believe that the downward revision in the forecast of
traffic growth is a sufficient argument for delaying work to
improve the Victoria station end of the Victoria/Gatwick rail
link. The facilities at Victoria for anyone travelling to

or from Gatwick are already inadequate and a bad advertisement
for wisitors to.thisicountaey. We have had considerable
difficulty in persuading the Chinese to use Gatwick Airport
and are still trying to persuade the Portuguese to do so.

The Americans also put up strong resistance in the re-negotiation
of BERMUDA II last spring to their new air services being
compelled to use Gatwick. If it should become known that
improvements to Victoria were to be delayed it would become
much more difficult to persuade any other airlines that they
should operate out of Gatwick rather than Heathrow. Further-
more I would not discount the possibility that those airlines
which we had persuaded to use Gatwick would protest vigorously
that they had been manoeuvred into using Gatwick on the basis .
of misrepresentations by HMG with regard to the improvements
which were to be made to access to that airport.

I am copying this letter to Norman Fowler and to the other
members of E Committee.

Nicholas Ridley

(Approved by Mr Ridley and
signed in his absence by

Ly

2

RS Y
¥ ——

The Rt Hon John Nott MP
Secretary of State for Trade N 0 8

Department of Trade
1 Victoria Street
LONDON SW1
CONFIDENTIAL
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

The Rt Hon John Biffen MP

Chief Secretary to the Treasury

Treasury Chambers

Parliament Street

LONDON

SW1 9 September 1980 .
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BRITISH RAIL FINANCES 1980-81
: M ea o

vow oA~ [mi way

~~ We agreed in our correspondence last month that it bedvnh¥w9

would be necessary to review BR's position in relation to
their EFL for the current year.

: The Board's EFL was set last autumn at £750m (£660m
of which is grant) - some £50m less than their Eg?géast.
Peter Parker has repeatedly reaffirmed his commitment to do
all he can to live within this limit. Early in the year BRB
had to deal with the remaining effects of the BSC strike, and
the net cost (about 18 per cent in the financial year) of a
pay settlement which they had judged the minimum cost to reopen
the way to advances in productivity and to recover their ability
to recruit the necessary staff. Théy should have been able to
contain both of these within the EFL, but they have been over-
whelmed by the heavy erosion of their traffic by the recession,
first. of freight and more recently - after a promising start -
of péssenger traffdeyuThe Board now forecast that they will
overshoot the 1980/81 EFL by some' £68m. Savings from further
measures now in hand may reducngEIgT-Sﬁt the risk on the traffic
side must be of further losses, as the effects of the recession
spread.
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Ignoring the effect of a further deterioration, the
prospect that the Board now face is this: cost increases on
the railways are expected to be some £41m above the budgetted
level: £37m of this is attributable to the pay settlement.

The Board have more than offset these by a series of economies -
they have put all their managers under tight manpower ceilings,
cutting back on freight train mileage, tripling the normal rate
of property sales andmdeferring investment projects. These
measures should save some £50m. But the effect of the steel
strike and the recession on all sectors of the railway business
:1s currently forecast to be £70m, allowing for a partial recovery
of the loss of passenger revenue by a fares increase at the end
of November. The deterioration on the Board's subsidiary
business is forecast to be £16m. Your officials have a note of
the detailed make-up of these figures and the steps the Board
have taken through the year to offset the worsening prospects.

.

Against this background, there is no possibility that
the Board could, on top of the action they have already taken,
make further economies to offset the £68m overshoot now in
prospect. They have, as you know, made determined efforts
to live within their EFL in this and earlier years, and neither -
I nor they would want the discipline relaxed. But unless the
EFL is adjusted to a level which is not wholly beyond the
Board's ability to achieve, the danger is that the discipline
will be weakened.

I propose that the Board's EFL should be increased by
£40m to £790m. An increase of this size would meet roughly
T ess—
~ half the currently estimated loss of revenue on the Board's

Pusin€sses and would not meet any part of the cost ncreases.
It would recognise, as I think reasonable, that the Board's
ability to adjust the extent and costs of railway operations
to sudden changes in traffic is very limited in the short-term.




The new limit would be a very demanding one, given the difficultie
which the Board face, but it should not be impossible. In
setting it, I should tell the Board that any excess over this

new level, either as a result of failing to make the further
economies which are hecessary on present fqrecasté, or greater
ones if there is a further deterioration, which would have

to be offset against the 1981/82 EFL.

I hope that, in the circumstances, you will agree to
the increased EFL which I propose, which can be reported to
E Committee when it considers BR's external finance requirement
for 1981/82 on 17 September. We should need to consider
further the timing of any statement to the Board; my own
preference would be to let them knpw our decision during the
course of this month so that they can plan their actions
accordingly. ki

A copy of this letter goes to the Prime Minister and

g

to Sir Robert Armstrong.

\\5\*4\\

—

NORMAN FOWLER
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‘Nigel Lawson wrote to me on-1 qéptember about the costs of
running down the BR collected and delivered parcels business, ]TL
I am glad to see that he agrees with my view that the right. e
commercial course for the Board 18 to get out of thie fieid as '67
quickly as possible rather than, as they were hitherto planning, 7
to run 1t down over a period. In present circumstances to temporise
with a business that 1s producing revenue of only £4% million a
year towards costs of 581 million must be wrong.

i The Board have now decided to look for a quick closure,

They had earlier opened discussions with the Unions about ways of
reducing the loss on the business and will want to feed in the
new proposal at a sultable stage. They will be handling this as
delicately as circumstances permit and will want to minimise as
far as possible the risks -of severe industrial disruption, But
we must I think expect the decision to become public within the
next few weeks,

Once this happene mastters are bound to move quickly.
Customers will begin to take traffic elsewhere and it will be
important for the Board to shed staff as quickly as their
industrial agreements allow although that will entall the

financing of red ies., I quite see the need, as you suggest,

CONFIDENTIAL




to look at the costs in 1981-82 in the context of the financing
figures for nationalised 1pduetr1cs generallx_but I must say that
for the moment I see no alternative to providing them with
additional earmarked finance to meet these transitional ‘costs,
Attempts to spin out the process would I am sure be counter-
productive and simply prevent the Board reaping the very
considerable financial benefits which closure promises from'’
1982-83 onwards., We ought to do nothing that might weaken the
Board's resolve,

I have now discussed with the National Frelght Corporation
their aesessment of the effect of this new development on their
subsidiary, National Carriers Ltd., which does the road collection
and delivery work for BR under contract, Assuming reasonable
severance arrangements with the Board (which I underetandvanc
likely to be negotiable) and no industrial action by NCL dfivere,
the effect will be the loss of £4m or £5m a year margin they
would expect otherwise to gain on the contract, We shall need to
look at thelr EFL for 1984-82 with this in mind but the gains to
BR far outweigh any effect of this kind,

ol I must however warn you that the NFC consider that
"1ndustria1 action by NCL drivers (who are members of the NUR) -

is likely. In that ;;;2 depending of course on the length of
any 8 ke, NFC would want to consider closing down NCL parcels
operations 22£££ely since the non-BR part of the parcels

business is itself at present losing money and would be likely
to be pushed further into the red., Closure of NCL parcels
operations would lead to further redundancies and we could be
faced here also with a need for extra finance in 1981-82 to cover
transitional costs, The amount would be unlikely to exceed

£10 million and, as with BR, there would be financial benefits
from 1982-83 onwards, The Post Office would have an opportunity,
as with the closure of the BR services, to win some of the
traffic,

CONFIDENTIAL
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Teking the two industries together therefore gross
trensitional costs could bg about £50 million. If things go
reasonably smoothly however and cost-savinga can begin to be
reaped quickly we might be able to contain extra lending next:'~
year within about £30 million,

These developments have begun to emerge in a less orde®ly
way than we might have wiahed. But as I am supe you know,
excess capacity in the public sector parcels businesses has been
a long=-standing problem which successive Governments have fajiled
to solve, I am quite sure therefore that we must not stand in
*the way of the solution which economic events are producing,
Inconvenient as the immediate financial and possibly industrial
effects may be,

I foresee significant effects on the prospects for
floating NFC only if there is severe industrial disruption,
But I am not h Taing up the incorporation of NFC Ltd on
1 October, - o

I am sending a copy of this letter to the Prime Minister

_but, in view of the delicacy of the industrial position, not
b more widely at this stage.

NORMAN FOWLER
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The Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Marsham Street

LONDON )

SW1 | September 1980
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Dear Munsles,
BRITISH RAIL FINANCES

In your letter to John Biffen on %/ﬁ:gust you explained that you
would be reviewing the position in relation to British Rail's

1980‘81 EFL later this month in the light of the Board's decision
not to raise fares before the holidays. When you come back to us

we will clearly have to look carefully at the situation and the

means open to BRB to live within the present figures. I know that
theyEEveaTroady Taken some actien Buf Sou-wIlT Behwere of the

very difficult decisions maintaining present EFLs has forced on
other industries, notably gas, electricity and the Post Office. In
the meantime I am sure thaT i1t was right not to give Sir Peter Parker
any reason to think that we could look for any increase in his EFL
this year.

In your letter you also raised the question of our attitude to the
financing implications for 1981/82 of a decision by the Board to

close the collected and delivered parcels service by 31 December 1981.
I agree with you that this decision seems the right one on purely
commercial grounds and I am very glad that the Board now recognise this.
However, you point out that such a decision by the Board will have
significant implications for the level of their 1981/82 EFL. As you
know volume financing figures for the nationalised industries have

not yet been agreed. The position could demand difficult decisions
when the extent of the additional bids from the loss makers over the
White Paper figures is established. In these circumstances I do not
think I can do more than register my sympathy for the case which you
and BRB make. It would clearly be wrong to preempt now the discussions
on the industry's investment and financing which will take place

in two weeks time. The best course would be for you to cover this
point in the paper on BRB for those discussions. We can then consider
the case against the overall constraints.

I am sendlng a copy of this letter to the Prime Minister.
@_,% $ Lake (Pamte Swmv)
(W b&(\a, “ NrGrl LAWSON
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 2207

SWITCHBOARD 01-212 7676
Secretary of State for Industry

Q(.August 1980

Tim Lenkester Esq
Private Secretary to the

Prime Minister
10 Downing Street 2l
London SW1
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l T Tosec. We will alro

let yovse. Me  Fowler's cecpovee,

My Sec étary of State has seen your letter to Tony Mayer of
5 Aughst explaining the Prime Minister's views on proposals !9‘
to ter Britigh Rail's EFL.

2 He has commented that the postal side of the Pogt Office M{Z
achieved congiderable success last year in remaining within
their EFL by disposing of property. He understands that
British Rai% hags & consioerapre amount of property and
believes that the British Rail Property Board have been

glow and unimaginative in making disposals. Supposedly
"operational needs" are used as an excuse for retaining
un-ugsed land having a very great market potential. He thinks
that British Rail should be encouraged to dispose of these
assetg ag a means of staying within their EFL and of
mitigating any fares increase.

3 When the postal business was congidering property disposals
lagt year they were given-considerable help by my Secretary of
State's gpecial adviser, Mr David Young, who as you know has
congiderghle experience in property matters. He was able to give
the Pogt Office Board fresh ingights into the way they could
manage their property portfolio. My Secretary of State thinks
that Sir Peter Parker and the British Rail Board would gain
much from seeking Mr Young's advice. He therefore wonders
whether Mr Fowler would wish to arrange for Mr Young to be
introduced to Sir Peter Parker.

4 T am sending copies of thig letter to the recipients of

yours.
Yo a2,
\QJ\ 2Q£iik~

I K ¢ ELLISON
Private Secretary
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You will have seen a copy of my minute today to the

Prime Minister reporting the outcome of my discussion with
———————
sir Peter Parker about British Rail Fares and finances

—————————
following your letter of L4 August. I gave Sir pPeter Parker
no reason to think that he could look for any increase in his
EFL this year, I was glad however to note that you contemplate
that an adjustment might prove to be warrapged - since the
erosion of the Board's *traffic by the effects of the recession
is now I judge likely to present them with problems that they
will not be able to resolve within the financial year., Ve shall
certainly have to review this fully in September.

I doubt whether we could then be in a position to settle
a full range of policies towards the railways., I have been
pressing Sir Peter Parker and his colleagues very s trongly
to bring forward the material for us to take a new strategic
view, and to sHow how they can bring gbout the necessary major

chmngea'in the business, as the Financlal Secretary will know
from the part he too, in these meetings, In the autumn we
ahall have a fresh Corporate Review from the Board on more
realistic assumptions, we shall have the reappraisal I have
asked for of the future of the, Freight business and the results
of their studies of the passenger business, and the separate

COUNFIDENTIAL
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report I have commissioned from them on low cost optlons for

the rural passenger services., We shall have the Monopolies
Commission Report on the London Commuter gervices, the results
of the Electrification Study, and more technical material like
the costing of the passenger business sectors, So we shall have
much to digest in setting new directions for the railways,

In September we will have to concentrate on the probiems
of 19841/82, in the light of the way the present year is going,
and of the measures the Board have taken or can still take to
gecure short run improvements,

There is one matter I should mention now, One major
problem, which has dragged on for far too long, is the heavy
losses in the collected and delivered parcels busipess.. This

at present brings in £43m a year but the costs - including a
large slice of Jjoint Sg;?s - total £81m a year, Hitherto, the
Board has been contemplating a relatively slow run down with a
continuing high level of loss, and plans of that kind were
indeed incorporated in the pay agreement with the unions early
this year, You will be glad to know that I have now got the
Board to see that we simply cannot go on 1ike that, B Now, 1f
ever, is the time for drastic action., The financial pressures
so clearly point that way and the general situation should dampen
any disposition by the workforce to inflict wide and costly
disruption on the business,

The Board have already accordingly warned the union
leaders that closure of this business must be a real option,
and they now need to put a definite proposal to a meeting already
arranged for 21 August that would otherwlse be discussing the

existing proposals, This will probably mean announcing on

1 January next that the service will be closed by 31 December
1981, Our best estimates are that the short-term financing
costs of this operation, from revenue lost before the resources
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can be eliminated, and from redundancy costs within the Board

and those they may have to pick up in National Carriers Limited,
are likely to be of the order of some fﬁOm. Against this must

be set an increase in the net margin of the Parcels business
of about £20m from 1983 onwards, So what is 1n effect a

£4,0m investment promises a very high return indeed,
— —

The Board must now act decisively, and I am sure it would
destroy not only. this opportunity but also the prospects of
securing wider changes if we seemed to hold back now, I should
accordingly be grateful for your recognition that this must be
the right course to follow and that it will have significant
implications for the discussions later in the year on the
EFL for 1981/82, I should add that a good part of the £40m
revenue will not be wholly lost to the public sector, since
a good part of’ike traffic will transfer to the Post Office,

I am sending a copy of this letter to the Prime Minister
and also to the Financial Secretary, who had written to me on
6 August about the prepprationsrfor our September discussion,

NORMAN FOWLER
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I had a long talk with Sir Peter Parker yesterday evening
about British Rail's financial problems, and told him I could
not offer any increase in his EFL. He was much concerned that
the EFL regime might start to fail if it was applied too rigidly.

We then discussed fares, I went over with him very fully
the points in your Private Secretary's letter of 5 August about
what the effect would be on the business and about the points
he would need to deal with in Justifying any increase to his
customers,

I sent you a message at the beginning of this afternoon
that the Railways Board at their meeting today have decided to
announce at once that they will ESE_PE raising their fares
pgzgsp the end of November, This is welcome news, particularly
for 75,000 holders of annual season tickets, I must report that
this 1s not the end of the Board's financial problems this year,
as the recession continues to erode their traffic and I will be

bringing forward proposals on this in September,

I am sending copies of this to the other members of the
Cabinet and to Sir Robert Armstrong,

NORMAN FOWLER

7 August 1980

CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 5 August 1980

‘The Prime Minister has now considered yoﬁr Minister's
" minute of 31 July about British Rail fares. She has also seen
the Chief Secretary's letter of 4 August.

The Prime Minister has asked me to say that she agrees
with the Chief Secretary that an insufficient case has been
made for increasing British Rail's EFL. She doubts whether
British Rail have exhausted their options for expenditure
savings. But she also believes that the early fares increase
suggested by British Rail if the EFL is not increased will
only aggravate their problems. She therefore hopes that it
will be possible to dissuade them from going ahead with it.

I am sending copies of this letter to the Private Secretaries
to members of the Cabinet and to David Wright_(Cabinet Office).

T. P. LANKESTER

Tony Mayer, Esq.,
Department of Transport.

~ CONFIDENTIAL




Treasury Chambers, Parliament Sireet, SWI1P 3AG

The Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Marsham Street

London SW1P 3EB 4 August 1980

D Moons

BRITISH RAIL FARES AND FINANCES

Thank you for your further letter of .31 July in which you
again propose that we should make an immediate adjustment of
£12 million in BR's external financing limit. You make the
same point in your minute to the Prime Minister.

In my previous letter I did not suggest that we should rule out
the possibility of ever adjusting BR's external financing limit.
I did say, and this remains my view, that an adequate case has
not been made and until we can base a decision on a proper
assessment of the reasons for the deterioration in BR's finances
and an alternative range of options to offset it, we should
avaid precipitate action.

The additional information set out in your letter, and that of
24 July from Sir Peter Parker, underlines my concern to see this
issue tackled squarely and not in a piecemeal fashion. The
Board is facing difficulties posed by the current economic clim-
ate. That much is true of all nationalised industries, indeed
of virtually all industry. Whatever the Board's opening bid for
external finance, the finally agreed figure of £750 million
represented an increase of some £50 million on the amount implied
by the volume figures we had previously agreed collectively as
appropriate. They are certainly not badly placed therefore,
relative to many other industries,to face the problems posed by
the recession; yet they are experiencing severe difficulties.

The causes of their present problems go much wider than the
economic circumstances referred to by Sir Peter Parker and we
cannct take a proper decision without taking these factors into
account.” A major factor not mentioned by Sir Peter Parker is
the fact that BR conceded one of the highest pay settlements in
the public sector in the last pay round. The additional cost of

1.
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this settlement, beyond that for which the Board budgeted, is

not very different from the excess on their EFL now in prospect.
In his minute to the Prime Minister of 8 April, Geoffrey Howe

made clear his view that the excess cost of this settlement,
insofar as it was not financed through productivity, should not

be passed on in higher fares. But it would be even more unaccept-
able to pass on the cost to the taxpayer. In my previous letter,
I ‘pointed out that we were assured that the Chairman realised

in dealing with the pay settlement that he would have To find ways
of cutting COSTS, uncomTortable TO Nim though they might Be, tf—
thealternative was a fares increase. . I do not think we should
lightly give up this commitment.

Second, the full range of options open to the Board are not
reflected in the choice you present between an increase in the

EFL or an increase in fares. I am aware of the measures which

BR have taken thus far to make savings, but can we really accept
that BR is so efficient that "acceptable'" cost reductions total
£16 million against current costs of over £2 billion? I would
TTke To see a great deal more detail aDOUT The measures they have
taken thus far and a range of possible further measures reflecting
the reduction in demand for the Board's output before coming to
such a conclusion. Similar considerations apply to the Board's
investment programme. One would expect the Board's acquisition

of fixed capital assets to be falling in addition to the economies
in revenue investment which they have made.

External financing limits are not immutable but if the system is
to work adjustments have to be approached with caution and justi-
fied with rigour. I do not think this has been done in this case
and I must stress the desirability of seeing a paper along the
lines set out in my previous letter. If you feel that the Board
truly cannot be dissuaded from increasing fares early without a
gUarantee That their EFL will be increased, then reluctantly -
and notwithstanding the political implications - I believe we
should accept the consequences of an earlier price increase
rather than pass on the consequences of delay to the taxpayer.

If we are ever to get to grips with the problems of British Rail
it is at this stage that we must see them exposed in full.

I am copying this letter to the Prime Minister, other members of
Cabinet and to Sir Robert Armstrong.

3. Bhe

JOHN BIFFEN
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Lo ;4 1. You will have seen my correspondence with the Chief ujimfafkb
‘M Secretary. : N
Gl : 5 Jo yeun
Ut cnmat 2. It is of great political and practical importance to us Wk:""’-
\~rtia~e e to maintain the discipline of the external financing limits. rst
L;F:(- u-L- I have taken a very firm line with Sir Peter Parker on the need“‘
to act promptly and effectively to keep within the limits, and E
I have had a ready response. Under his chairmanship, the st
Railways Board have a good and consistent record of keeping |~uhﬁ~ﬁ
within their financial limits, in every year since 1976. As ?
Sir Peter Parker made clear at the Chancellor's recent meeting
314‘) MM?’.th Nationalised Industry Chairmen, he (unlike some other n
,'Chairmen) regards this as an important management discipline. "*
. Y s
3, I am satisfied that the Board have been keeping their
rapidly changing prospects under very close review and taking
promptly the decisions that are needed. They are sendinglﬁffi
locomotives, wagons and rolling stock to scrap, cutting back
on train operatzgﬁé, reducing fuel and other_ stocks, slowing
down investment, curbing recruitment, and pushing forward
on their productivity changes. They are also speeding up
property sales. But the fact is that railway costs cannot
be cut back as quickly as the traffic loss they are suffering.

4, But I am concerned now with another political priority.

If British Rail, under the pressure of their financial limits,
put up their rail fares in early October, then up to 75,000
commuters with annual season tickets will face a rise of some
ﬁg%awhen they come to renew them late this year. If the
increase is put off until 30 November, almost all will renew

their tickets at the rate which contains only last January's
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increase of 20%. That is the issue we have to face in
deciding whether to raise British Rail's EFL to allow them
to borrow an extra £12m so as to make the deferment
possible. I would prefer a regime of twelve month
intervals between fare increases, but we cannot achieve
that this year.

5. I am afraid there is now some urgency in this. BR
will have to decide at their Board meeting on Thursday,
7 August whether or not they are to put up their fares
in October.

6, I am sending copies of this to the Chief Secretary,

to other members of the Cabinet and to Sir Robert Armstrong.

-
.

NORMAN FOWLER

3\ July 1980
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Chief Secretary

Treasury
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RAILWAY FARES AND FINANCES
Thank you for your letter of 28 July.

It was not my intention in writing to you on 22 July, to
suggest that BR should be compensated automatically for changes
in circumstances beyond their control. Indeed, I am in no way
suggesting that they should be compensated for all the changes
they have had to face, I fully agree that the external finance
limits should be firmly adhered to, and I value the assurances
we had from Sir Peter Parker, But at the same time, we must
operate the system with some regard for the changes which it is
practical for an industry to_achieve in the short-term when they
are faced with a sudden deterioration in their business, If
not, our undertakings to consider adjustment of the external
finance limits are misleading, and the limits will lose
credibility as the means of control.

When the Board's EFL for 1980/81 was fixed last autumn at
£750m we agreed that it was a realistic figure in the light of
the economic prospects as they were then foreseen, and 1t
represented a cut of £50m on the Board's proposal, In
considering developments since then, I think I should now ask
you to read the letter which Sir Peter Parker wrote to me on
24 July, and of which I enclose a copy. You will see that the

CONFIDENTIAL
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total deterioration forecast so far for 80/81 is in excess
above the EFL of £84m. £28m of this deterioration was caused
'by the deterioration in the prospects between mid May and mid
June, To meet this, the Board have found reductions in
expenditure totalling £16m, set additional targets for sales of
£20m, and plan a fares increase on 30 November to bring in
£42m. The only issue they have raised is whether they should
bring forward that fares increase to 5 October to gain another
£12m,

Even if we adjust the EFL to enable them to hold back the
fares increase to 30 November, they still have an excess of
£24m which they have to find ways to cope with and there is the
possibility that not all the assets sales can be brought to
fruition within the financial year.

You will see from the Chairman's letter that they are
pursuing all the courses one would expect to cut back, by
curbing recruitment, reducing stocks, deferring maintenance,
scrapping equipment, and slowing down investment. But the fact
is that it is not easy to cut costs'rapidly on the railway.
They have considered and rejected further cost cuttings of
£12m including a complete ban on recruitment and further
reduction in track renewal, Both the Board, and my own Chief
Inspecting Officer of Railways have been expressing concera to
me about the declining physical condition of the railway assets
and particularly of the track, and I think it would be quite
wrong for us to urge the Board to make further savings in that
area,

The savings to be secured during the present year from
the productivity part of the pay settlement were already included
in the budget. The Board are now pressing forward negotiations
for the major changes to be secured up to 1983; the plans to
provide for detailed local consultation case by case are about
to go to the National Executives of the Unions,

CONEIDENTIAL
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. As we agreed, I shall be coming to 'E' Committee in
September with my assessment of the Board's prospects for
1981/82 and later yearg. I have been discussing this with
the Board particularly in relation to their Freight business
where they have to face this major reduction in traffic.

They are determined to meet the interim financial target for

the business by 1982 through rationalisations, and reductions

in the locomotive and wagon fleet, But the path to the

target will now be much steeper, and it would be quite unrealistic
to suppose that the financial results this year and next will

be no worse than we assumed when the target was set,

A major fares increase requires considerable preparation
because of course it cannot be a simple percentage'across the
whole range of fares; the Board have to adjust their prices to
di fferent markets., That is why the Chalrman says that the
decision in relation to an October increase has to be taken in
early August. I have some considerable doubt whether the
Chairman and his colleagues would feel able to comply with a
request from me to defer that fares increase to November
without any corresponding adjustment to the EFL, If they were
to do so, they might well draw the conclusion that the EFL is
going to be exceeded despite their best efforts, Neither do I
think that the political sensitivities surrounding rail fare
increases should be underestimated., I am writing to the Prime
Minister separately about this,

e s S, | A R - i e’ i - S . S - R~ D . i St - M o A S - W i S Ul o S s o - T s

Copies of this letter go to the Prime Minister and to
Sir Robert Armstrong.

st

NORMAN FOWLER
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FINANCIAL PROSPECTS : FISCAL YEAR 1980/81

On several occasions you have emphasised the importance
attached to the Board working within the external financing limit of
£750m. in the current fiscal year and so far the Board have pursued
policies to try to ensure that this requirement was met. Indeed,
the Board has consistently met Governments! requirements to work '
within extemmal financial constraints resulting in a large under-

spending of the order of £147m. on PSO cash limits over the past
four years, :

While recogrising the need to meet short-term expenditure
controls, the Board has been mindful of longer term business requirements
and has tried to reduce the long-term impact of current constraints so
far as practicable; even so, standards of service have declined and
arrears of maintenance and renewal have increased. The focus on this
problem has recently been sharpened by the paper we have sent to you on

the physical state of the railway which is the subject of current
discussion.,

This background is important when considering the Board!s
financial prospects for the current fiscal year. Latest forecasts show
a financing requirement of about £36m. above the external financing limit
of £750m., before ‘taking into account the option of bringing forward
pPassenger pricge.increases to early October. Details are summarised
on the enclosed Appendix.

The decline in financial prospects since the external
financing limit was fixed is due to the effect of the steel strike and
the sudden deterioration in the domestic economy. All freight
commodity groups have been adversely affected and we eare now beginning
to see a decline in passenger prospects. The major significance of
these events could not have been foreseen when financing constraints
were determined ladt year. Ll %’
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.The Board has given very careful consideration to
remedial measures and action has been taken to reduce budgeted
expenditure. For example -

Curbing manpower recruitmentj

Reduction in fuel and other stocks;

Deferment of permanent way maintenance;

Withdrawal and scrapping of locomotives and wagons;

Reducing investment in road service vehicles and
other projects;

Delaying rolling stock refurbishment programmes.

In addition, a further target of £15m. has been set

for property sales, thus more than trebling the normal -
programme of sales to a total sales figure for the year
of some £48m. B.T. Hotels have been set a target of
£5m. for asset sales. It is doubtful whether all the
proceeds from these sales will be received by 31st March,
1981, hence the need for flexibility in the application
of the external financing limit.
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Further cost’ reductions measures amounting to £12m. were
considered, e.g. a complete ban on further staff recruitment
and overtime, further reductions in C.W.R. renewals and
deferment of purchases of civil engineering equipment.

These measures have not been implemented because they

would result in a further decline in service standards

and the Board decided that this was unacceptable,
particularly in vieWw of the report on the physical state

of the railway which I have referred to.

I believe these measures demonstrate the seriousness
with which the Board view the present situation but on current economic
trends there is a high risk that, external financing requirements w111
exceed the limit for the current fiscal year.

The forecasts assume that there will be an increase in
passenger fares on 30th November, 1980. .This is the option preferred
by the Marketing Division and produces the optimum yield, but an option
to bring forward the increase to 5th October has not yet been discarded
because of a financial gain of the order of £12m. in the current fiscal
year, but an ea’¥ly decision on this matter is inevitable. However, a
fares increase on 5th October would make sense only if short-term
considerations override all other factors.

Against this background, I believe it would make good
business sense if some flexibility in the application of the external
financing limit was permitted this year.
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Summarising -

External ‘factors over which the Board has no control are having
a significant adverse effect on finances and latest forecasts

of external financing requirements exceed the limit set by
Government.

Measures have been taken to reduce expenditure below budgeted
levels; this action will adversely affect services in the
future and the Board is averse to taking further action which
will accelerate the decline in standards of service,

Pricing options from October onwards are still open. From

a marketing standpoint 30th November, 1980 would be the best
date but an increase from 5th October, 1980 would produce £12m.
more cash in the current fiscal year. A decision on a ;

5th October increase would have to be taken by Lth August,

The need to avoid further action which will adversely affect
future operations; the Board's record of keeping below PSO
cash limits for four consecutive years and the balance of £42m,
on consolidated profit and loss account combine to support a

case for more flexibility in the application of the external
financing limit,
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These points were discussed with Peter Baldwin when I
met him last week and some of the chords I am striking are within the
theme of the letter I wrote. tosyou on 16th August, 1979. I would
welcome an opportunity of an early discussion of the next steps with
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pending on
the grounds that an adjustment to the external financing limit can be
Justified. .
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SXTERNAL FINANCING LIMIT 1980/81

FORECASTS OF OVERSPEND

£

Forecast overspend shown on 3

pril financing return
based on 20 weeks figures

(* After taking into account action 'to
reduce budgeted ‘expendd ture by £16m, )

Subsequent adjustment arising from further

ration in domestic €conomy assessed
at 24 weeks

Forecast overspend at 2l weeks

Additional targets for agget sales -

£m. £m,
Property Board 15 '

Hotels 35 20
Passenger fares increases from 30th Nov st inn

—

+ Effect of bringing forward bassenger fareg increase
from 30th November to Sth-October, 1980

Forecast net overspend,

Note: The+potential overspend of the

. of course, very small in p
sums involved, Turnover
will total mome £5,550m,
this figure.,

order of £36m, ia,
elation to the aggregate

and working expensen in 1980
and £36m, {g only 0.65% of
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COVERING CONFIDENTTAL

DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

L4

Alistair Pirie Esq
Private Secretary to
the Chief Secretary to
the Treasury
HM Treasury
Parliament Street
LONDON _ !
SW1 3 July 1980

Doy Alikaly

BRITISH RAILWAYS BOARD: 1980/81 EFL

You will now have seen my Minister's minute

to the Prime Minister on this. In it he

refers to the correspondence between him and

the Chief Secretary. I attach this correspondence
and am copying it to the Private Secretaries

to the other members of the Cabinet and

Sir Robert Armstrong.

Do,

ijbta:ja

R A J MAYER
Private Secretary




CONFIDENTIAL

PRIME MINISTER

BRITISH RAIL FARES

1. You will have seen my correspondence with the Chief
Secretary. Ee '

2. It is of great political and practical importance to us

to maintain the discipline of the external finanéing limits.

I have taken a very firm line with Sir Peter Parker on the need
.to act promptly and effectively to keep within the limits, and
I have had a ready response. Under his chairmanship, the
Railways}Board have a good and consistent record of keeping
within their financial limits, in every year since 1976.

Sir Peter Parker made clear at the Chancellor's recent meeting
with Nationalised Industry Chairmen, he (unlike some other
Chairmen) regards this as an important management discipline.

3, I am satisfied that the Board have been keepiné their
rapidly changing prospects under very close review and taking
promptly the decisions that are needed. They are sendlng more
locomotives, wagons and rolling stock to scrap, cutting back
on train operations, reducing fuel and other stocks, slowing
down investment, curbing. recruitment, and pushing forward

on their productivity changes. They are also speeding up
property sales. But fhe fact is that railway costs cannot

be cut back as quickly as the traffic loss they are suffering.

4. But I am concerned now with another political priority.

If British Rail, under the pressure of their financial limits,
put up their rail fares in early October, then up to 75,000
commuters with annual season tickets will face a rise of some
40% when fhey come to renew them late this year. If the
increase is put off until 30 Nevember, almost all will renew -
their tickets at the rate-which eontains only last January's
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increase of 20%. That is the issue we have to face in
deciding whether to raise British Rail's EFL to allow them
to borrow an extra £12m so as to make the deferment '
possible. I would prefer a regime of twelve month
intervals between fare increases, but we cannot achieve
that this year. :

5. I am afraid there is now some urgency in this. BR
will have to decide at their Board meeting on Thursday,
7 August whether or not they are to put up their fares
in October. ;

6. I am sending copies of this to the Chief Secretary,

to other members of the Cabinet and to Sir Robert Armstrong.

-
.

NORMAN FOWLER

3{ July 1980
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DEI‘ARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

The Rt Hon John Biffen WP
Chief Secretary

Treasury

Parliament Street

LONDON SWA

e

RAILWAY FARES AND FINANCES
Thank you for your letter of 28 July.

It was not my intention in writing to you on 22 July, to
guggest that BR should be compensatéd automatically for changes
in circumstances beyond their control. Indeed, I am in no way
suggesting that they éhould be compensated flor all the changes
they have had to face,’ I fully agree that the external finance
limits should be firmly adhered to, and I value the assurances
we had from Sir Peter Parker., But at the same time, we must
operate the system with some regard for the changes which it is
practical for an industry to achieve in the short-term when they
are faced with a sudden deterioration in their business., 1 ¢ :
not, our undertakings to consider adjustment of the external
finance limits are misleading, and the limits will lose
credibility as the means of control.

When the Board's EFL for 1980/81 was fixed last autumn at
£750m we agreed that it was & realistic figure in the light of
the economic prospects as they were then foreseen, and 1t
represented a cut of £50m on the Board's prpposal. In
considering developments since then, I think I should now ask
you to read the leéetter which Sir Pe'ter Parker wrote to me on
2L, July, and of which I enclose a copy. You will see that the
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total deterioration forecast so far for 80/81 is in excess
above the EFL of £84m. £28m of this deterioration was caused
‘by the deterioration in the prospects betwveen mid May and mid
June, To meet this, the Board have found reductions in
expenditure totalling £16m, set additional targets for sales of
£20m, and plan a fares increase on 30 November to bring in
£12m, The only issue they have raised is whether they should
bring forward that réree increase to 5 October to gain aﬁotheg
£12m, HEE S

Even if we adjust the EFL to enable them to hold back the
fares increase to 30 November, they still have an excess of
£24m which they have to find ways to cope with and there is the
possibility that not all the assets sales can be brought to
fruition within the financial year,

You will see from the Chairman's letter that they are
pursuing all the courses one would ekpect to cut back, by
curbing recruitment, reducing stocks, deferring maintenance,
scrapping equipment, and slowing down investment, But the fact
is that it is not easy ‘to cut costs rapidly on the railway.,
They have considered and rejected further cost cuttings of
£12m including a complete ban on recruitment and further
reduction in track renewal, Both the Board, and my own Chief
Ingpecting Officer of Railways have been expressing concern to
me about the declining physical condition of the railway assets
and particularly of the track, and I think it would be quite
wrong for us to urge the Board to make further savings in that
area, ;

The savings to be secured duriné the present year from
the productivity part of the pay settlement were already included
in the budget, The Board are now pressing forward negotiations
for the major changes to be secured up tc 1983; the plans to
provide for detai%ﬂ local conaultat}on case by case are about
to go to the National Executives of the Unions,
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As we agreed, I shall be coming to 'E' Committee in
September with my assessment of the Board's prospects for
1981/82 and later years. I have been discussing this with
the Board particularly‘in relation to their Freight business
where they have to face this major reduction in traffic,
They are determined to meet the i{interim financial target for
the business by 1982 through rationalisations, and reductions
i{n the locomotive and wagon fleet, But the path to the

target will now be much steeper, and it would be quite unrealistic

to suppose that the financiael results this year and next will
be no worse than we assumed when the target was set,

A major fares increase requires considerable preparation
because of course it cannot be a simple percentage across the
vhole range of fares; the Board have to adjuet their prices to
‘different markets, That is why the Chairman says that the
decision in relation to an October increase has to be taken in
early August, I have some considerable doubt whether the
Chairman and his colleagues would feel able to comply with a
request from me to defer that fares increase to November
without any corresponding adjustment to the EFL, If they were
to do so, they might well draw ‘the conclusion that the EFL is
going to be exceeded despite thelr best efforts, Neither do I
think that the political sensitivities surrounding rail fare
increases should be underestimated. I am writing to the Prime
Minister separately about this.

Copies of this letter go to the Prime Minister and to
Sir Robert Armstrong. '

e

NORMAN FOWLER
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British RailwayS:Boerd

SirPeter Parker MVO
Chairman

The Rt.Hon. Norman Fowler, MP.,
Minister of Transport,

2 Marsham Street,

LONDON, SW1P 3EB.
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FINANCIAL PROSPECTS : FISCAL YEAR.1980/81

On several occasions you have emphasised the importance
attached to the Board working within the extermal financing limit of
£750m. in the current fiscal year and so far the Board have pursued
policies to try to ensure that this requirement was met. Indeed,
the Board has consistently met Governments' requirements to work
within external financial constraints resulting in a large under-
gpending of the order of £1,,7m. on PSO cash limits over the past
four years.

While recognis1ng the need to meet short-term expenditure
controls, the Board has been mindful of longer term business requirements
and has tried to reduce the long-term impact of current constraints so
far as practicable; even so, standards of service have declined and
arrears of maintenance and renewal have increased. The focus on this
problem has recently been sharpened by the paper we have sent to you on
the physical state of the railway which is the subject of current
discussion.

This background is important when considering the Board's
financial prospects for the current fiscal year. Latest forecasts show
a financing requirement of about £36m. above the external financing limit
of £750m., before taking into account the option of bringing forward
passenger price.increases to early October., Details are summarised
on the enclosed Appendix. .

The decline in financial prospects since the external
financing limit was fixed is due to the effect of the steel strike and
the sudden deterioration in the domestic economy. All freight
commodity groups have been adversely affected and we are now beginning
to see a decline in passenger prospects. The major significance of
these events could not have been fo:eseen when financing constraints
were determined last year. -

cont?d.ese

EustonSquare,PO* v 100,London NW12D2 Telephone01-2623232 Ext 7800 Telex 24678

ST e :

R T—

P o N e S 2 i F T

L
1
1
!
1
1
|
E
.
1
!
1
1
«
:
1
1
i
1
4
1
[
1




The Board has given very careful consideration to
remedial measures and action has been taken to reduce budgeted

expenditure. . For example -
LS

. 4 oy

Curbing manpower recruitmentj

Reduction in fuel and other stocks;

Deferment of permanent way maintenancej

Withdrawal and scrapping of locomotives and wagonsj

Reducing investment in road service vehicles and
other projects;

Delaying rolling stock refurbishment programmes.

In addition, a further target of £15m. has been set
for property sales, thus more than trebling the normal
programme of sales to a total sales figure for the year
of some £48m. B.T. Hotels have been set a target of
£5m. for asset sales. It is doubtful whether all the
proceeds from these sales will be received by 3lst March,
. 1981, hence the need for flexibility in the application
of the external financing limit.

Turther cost reductions measures amounting to £12m. were
considered, e.g. a complete ban on further staff recruitment
and overtime, further reductions in C.W.R. renewals and
deferment of purchases of civil engineering equipment.

These measures have not been implemenfed because they

would result in a further decline in service standards

and the Board decided that this was unacceptable,
particularly in vieWw of the report on the physical state

of the railway which I have referred to.

I believe these measures demonstrate the seriousness
with which the Board view the present situation but on current economic
trends there is a high risk that, external financing requirements will
exceed the limit for the current fiscal year.

. The forecasts assume that there will be an increase in
passenger fares on 30th November, 1980. This is the option preferred
by the Marketing Division and produces the optimum yield, but an option
to bring forward the increase to Sth October has not yet been discarded
because of a financial gain of the order of £12m. in the current fiscal
year, but an early decision on this matter is inevitable. However, a
fares increase on 5th October would make sense only if short-term
considerations override all other factors. et

Against this background, I believe it would make good
business sense if some flexibility in the application of the external
financing limit was permitted this year.

. 3 \ o
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Summarising -

¢ % ~ :
External factors over which the"Board has no control are having
a significant adverse effect on finances and latest forecasts
of external financing requirements exceed the limit set by
Government. &

Measures have been taken to reduce expenditure below budgeted
levels; this action will adversely affect services in the
future and the Board is averse to taking further action which
will accelerate the decline in standards of service.

Pricing options from October onwards are still open. From

a marketing standpoint 30th November, 1980 would be the best
date but an increase from 5th October, 1980 would produce £12m.
more cash in the current fiscal year. A decision on a

Sth October increase would have to be taken by Lth August.

The need to avoid further action which will adversely affect
future operations; the Board's record of keeping below PSO
cash limits for four consecutive years and the balance of £L2m.
on consolidated profit and loss account combine to support a
case for more flexibility in the application of the extemmal
financing limit. ; 5

-

These points were discussed with Peter Baldwin when I

met him last week and some of the chords I am striking are within the |

theme of the letter I wrote toeyou on 16th August, 1979. I would
welcome an opportunity of an early discussion of the next steps with
you; in the meantime the next financing return to the Department of
Transport and the Treasury will disclose a potential overspending on
the grounds that an adjustment to the external financing limit can be
Justified.

Peter Parker
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APPENDIX

FXTERNAL FINANCING LIMIT 1980/81

FORECASTS OF OVERSPEND

i
; .

4\"
£m,

Forecast overspend shown on April financing return
based on 20 weeks figures : * L0

(* After taking inté account action ‘to
reduce budgeted expenditure by £16m.)

Subsequent adjustment arising from further
deterioration in domestic economy assessed
at 2l weeks

"Forecast overspend at 2l weeks

Additional targets for asset sales -

£m, £m,

[ ]
Property Board 15
: Hotels w5

Pagsenger flares increases from 30th Nov.'

Effect of bringing forward passenger fares increase
from 30th November to 5th.October, 1980

Forecast net overspend.

The+potential overspend of the order of £36m. is,

of course, very small in relation to the aggregate
gums involved. Turnover and working expenses in 1980
will total some £5,550m. and £36m. is only O. 65% of
this figuld.
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Treasury Chambers, Parliament Street. SWIP 3AG

The Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Marsham Street ; s s
London SW1P 3EB 28 July 1980

Dear Homae,

BRITISH RAILWAYS BOARD: 1980/81 EFL

You wrote to me on 22 July to suggest that we should agree
urgently to a minimum increase in BRB's 1980/81 EFL of

£10-~12 million to compensate them for postponing at your
request until end November the fare increase they currently
propose for early October. You also suggest that we.should
consider increasing .their EFL further to take account of the
effect of the recession on the Board's freight traffic and the
results of the steel strike.

I do not think that an adequate case has been made out for
either of these courses. Given the pressures on public expend-
iture this year we need to be quite certain that all scope for
offsetting measures by the industries has been exhausted. The
"Ryrie Report'" on the talks with the Chairmen's Group (now
circulated under.cover of the Chancellor's letter of 22 July to
Sir Keith Joseph) makes it quite clear that primary respons-
ibility for keeping within the EFL must lie with the industry
itself and that adjustments will only be contemplated where
they are unavoidable. To compensate automatically for changes
in circumstances beyond an industry's.control would be a signif-
icant relaxation, well beyond our intention.

However, I do agree that the situation revealed by your letter
warrants serious and urgent consideration. This is particularly
so given our generosity in giving BRB an extra £50 million when

we fixed its 1980/81 EFL last year and the continuing deteriora-
tion in the Board's finances in later years revealed by the
Investment and Financing Review. You are already committed to
bringing forward a paper in early September on measures to elimin-
ate this. On this year's EFL problem I understand that your
Department have not yet established with _the Board the make up

of the figures underlying the deterioration in performance. When

0
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you have done this, I think you must bring forward for
immediate discussion a paper setting out the reasons behind the
deterioration in the Board's trading performance ( including
the contribution of the 20% pay settlement and its productivity
element) together with an alternative range of options for
offsetting action by the Board.

In dealing with the pay settlement, you assured us that the
Chairman realised that he would have to find ways of cutting
costs acceptable to us but uncomfortable for him. . The present
proposals do not seem to bear that out. The cost reductions
proposed are quite derisory. Your letter reports the Board as.:
having firmly decided that no further savings are possible without
unacceptable implications for the quality of service. But we,
through the PSO grant, are the Board's principal customer. Let
us have those consequences set out so that 'we can judge them in
the light of our overall policies. To the extent that reductions
in demand, rather than increases in costs, are at the root of the
deterioration in trading performance, there ought to be cost
savings to be secured, whether capital or current, from reduced
requirements for resources. I also think we need to be clear
about the impact of the deterioration on the Board's ability to
meet the interim financial targets we have set for the commercial
businesses and whether the action proposed is sufficient to get
the Board back on coursec.

. 5
Until we can reach decisions in the light of better information, I
think that the Board should be dissuaded from putting up fares in
the early autumn. But there can be no assurance that the revenue
thus foregone will be made good at the taxpayers' expense; indeed,
one' of the risks we must take is that the ultimate price increase
may need to be higher but at least we would know after proper
consideration that there were no sensible alternatives. .

= i - " S < M Mot > it . i - sl s e s T Ui e e - e s N Sk

I am copying this letter to the Prime Minister and Sir Robert
Armstrong.

- od- Bl

JOHN BIFFEN

)
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DEFPARTMENT .OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 35D
& R ]

The Rt Hon John Biffen VP
Chief Secretary

Treasudy

Parliament Street

LONDON SWi -
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RAILWAY FARES AND FINANCES

I think { am bound to consult you urgently about the
fact that ih.the light of declining trgrfica - particularly
freight - B?ktish rail are finding very great difficulty in

keeping wi%h,H their EFL for the current financial year, and
have consuliéﬂ me about & proposal that they should increase
their pasecﬁkbr fares from October 5th by 18.u%, a course
which I thih¥ would be bound to lead to substantial politicel

diff}cultiehb

First, Bﬂ to the facts, the Board have been concefrned for

some timefﬁkut they were likely to exceed thelir EFL of £750m
by up to ﬂlbma As they saw the position, a couple of months
pgo, thin ##b mainly a freight problem, The excess requirement
fop financé kegulted from the costs of the steel strike, and
the effectd Hf recession on almost all thelr main freight
trnrfiés, otker than aggregates, A few months ago, passenger

" traffic iaé'buoyant, and above budget, At that stage, their
figure of ELOm included some provisions for contingencles,
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AL the end of 2L weeks, their figures have dcteridrated
substantially. Passenge?r tralfilc is now falling below budget,
as well as freight, After taking account of savings in working
expenses of more than £1Cm (these are in addlition to the
substantial savings already incorporated in thelr budget) some
of which, such as decisions to delay the laying of new track
are bound to have an cffect on thelir quality of service, and
without any provision for contingencies - the“énp is 8till
pt lecant £40m. The Board have therefore decided that they
must sell more aasets than they had already intended, and
they have decided to sell a further £15m of property this
year, and they have told their hotel company to reallae assets
tosthe value of £5m, They are ébﬁiinccd that this 1s the
maximum that they can achieve this year, The Bonrd as a whole
have also firmly decided that they cannot makc'any funrther
pavings in working expenses without implications for the quality
of service which they regard 8s 80O sé%f&us as to be unacceptable.

This still leaves & gap of some £20m, without provision’
for contingenciecs, They could meet just over half ol thih by
bringing forward the fuares increase, which they already had
in mind to bring forward from January to the end of November,
to ‘the beginning of October, They are currently planning to
do this, But this would have to be announced not later than
around Mid-August because of the need for advance warning,
printing. of tickets, and so on, I do not myself think that it
would be tolerable for the Board to announce such a loarge
tncrease in advance of the report of the Mergers and Monhopolies
Commission on the reference about eervicés in London anhd the
Jouth East, I think it would be extremely damaging if
" British Rall were to have a seccond price increcase only'nine
months after the lsst one., Furthermore, up to 75,000 season

ticket holders will find that, as a result, the. increase in
fares since they-last bought an annual ticket will be of the

order of LO%.
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The Board attach very great importance to keeping within
their EFL, but had prom;aed to consult me bcrore reaching any
decision about a fare incrense. I know they share my concern
about the political difficulties of an increase in October,
and about the effects this is bound to have on thelr longer-
tcrm prospecte. But they feel that they cannot properly
give up the £10-£12m that ‘they would gain, this rlnancial
yeor, from Aan October 1ncreare without specific authority from
Ministers. (They also have 1t in mind that whataver they now
do, they are bound to exceed the PSO cash limit, which means
that after payment of grant, the passenger services will be in
deficit; this can however, in accounting terms, be set against
the reaérvee built up over recent.years). The Board need to
know very quickly (i.e, within the next 2 weeks) If they sre
tc stop thelr preparatiorns for an October increase without
abortive expenditure and - more importan} - a serious risk of
their plans being leaked, '.VV o ee

The Board have pointed out to me that the discussions.
between the Chairmen's Group and the Treasury, not yet
completed, have led them to believe that there may be some
greater readiness by the Government to review EFLs in
cibcumitances where agrced ecconomic assumptions have been shown
to be very different from the reaiity. They bclicvc that we
should at least consider making some additionanl yrovision to
thke account of the effect of the recession on their frelght
trafrics (at least £20m) and the results of the steel strike
(up to £30m). It is not feasible for them to reduce costs
guickly ih response to these changes.

I do see very real political difficulties if thers is to

be an early fares 1ncrease. I should be grateful {f we could
Uiscuss, utgently, whether you can agree that we should, as a
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minimum, accept the efrcctgon thelr EFL of Qoatpon{ng their

fares increase until the end bf November, at earliest,

I am sending coples of this letter to the Prime Minister .
and Sir Robert Armstrong,
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NORMAN FOWLER ;




Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Norman Fowler MP

Minister of Transport

Department of Transport

2 Marsham Street

London SW1P 3EB 28 July 1980

My ™
&W Noiman, IL”

BRITISH RAILWAYS BOARD: 1980/81 EFL L ,7

You wrote to me on 22 July to suggest that we should agree
urgently to a minimum increase in BRB's 1980/81 EFL of
£10-12 million to compensate them for postponing at your
request until end November the fare increase they currently
propose for early October. You also suggest that we should
consider increasing their EFL further to take account of the
effect of the recession on the Board's freight traffic and the
results of the steel strike.

I do not think that an adequate case has been made out for
either of these courses. Given the pressures on public expend-
iture this year we need to be quite certain that all scope for
offsetting measures by the industries has been exhausted. The
"Ryrie Report'" on the talks with the Chairmen's Group (now
circulated under cover of the Chancellor's letter of 22 July to
Sir Keith Joseph) makes it quite clear that primary respons-
ibility for keeping within the EFL must lie with the industry
itself and that adjustments will only be contemplated where
they are unavoidable. To compensate automatically for changes
in circumstances beyond an industry's control would be a signif-
icant relaxation, well beyond our intention.

However, I do agree that the situation revealed by your letter
warrants serious and urgent consideration. This is particularly
so given our generosity in giving BRB an extra £50 million when
we fixed its 1980/81 EFL last year and the continuing deteriora-
tion in the Board's finances in later years revealed by the
Investment and Financing Review. You are already committed to
bringing forward a paper in early September on measures to elimin-
ate this. On this year's EFL problem I understand that your
Department have not yet established with the Board the make up

of the figures underlying the deterioration in performance. When

1.
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you have done this, I think you must bring forward for
immediate discussion a paper setting out the reasons behind the
deterioration in the Board's trading performance ( including
the contribution of the 20% pay settlement and its productivity
element) together with an alternative range of options for
offsetting action by the Board. :

In dealing with the pay settlement, you assured us that the
Chairman realised that he would have to find ways of cutting
costs acceptable to us but uncomfortable for him. The present
proposals do not seem to bear that out. The cost reductions
proposed are quite derisory. Your letter reports the Board as
having firmly decided that no further savings are possible without
unacceptable implications for the quality of service. But we,
through the PSO grant, are the Board's principal customer. Let
us have those consequences set out so that we can judge them in
the light of our overall policies. To the extent that reductions
in demand, rather than increases in costs, are at the root of the
deterioration in trading performance, there ought to be cost
savings to be secured, whether capital or current, from reduced
requirements for resources. I also think we need to be clear
about the impact of the deterioration on the Board's ability to
meet the interim financial targets we have set for the commercial
businesses and whether the action proposed is sufficient to get
the Board back on course.

Until we can reach decisions in the light of better information, I
think that the Board should be dissuaded from putting up fares in
the early autumn. But there can be no assurance that the revenue
thus foregone will be made good at the taxpayers' expense; indeed,
one' of the risks we must take is that the ultimate price increase
may need to be higher but at least we would know after proper
consideration that there were no sensible alternatives.

I am copying this letter to the Prime Minister and Sir Robert
Armstrong.

Aresy

B

JOHN BIFFEN
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I think I am bound to consult you urgently about the ')717
fact that in the light of declining traffics - particularly
freight - British Rail are finding very great difficulty in
TE;EEEE within their EFL for the current financial year, and
have consulted me about a proposal that they should increase
their passenger fares from Octgober Sth by 18.4%,)a course
which I iﬁi;k would be bound to lead to subs8tantial political
di?ficulties.

First, as to the facts, the Board have been concerned for
some time that they were likely to exceed their EFL of £750m
by up to £,0m, As they saw the position, a couple of flonths
ago, this was mainly a freight problem, The excess requirement
for finance resulted from the costs of the steel strike, and
the effects of recession on almost all their main freight
traffiés, other than aggregates, A few months ago, pasisenger
traffic was buoyant, and above budget. At that stage, their
figure of £40m included some provisions for contingencies,
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At the end of 24 weeks, their figures have deteriorated
substantially. Passenger traffic is now falling below budget,
as well ae freight, After taking account of savings in working
expenses of more than £15m (these are in addition to the
substantial savings already incorporated in their budget) some
of which, such as decisions to delay the laying of new track
are bound to have an effect on their quality of service, and
without any provision for contingencies - the gap is still
st least £40m. The Board have therefore decided that they
must sell more assets than they had already intended, and
they have decided to sell a further £15m of property this
year, and they have told their hotel company to realise assets
to the value of £5m. They are convinced that this is the
maximum that they can achieve this year, The Board as a whole
have also firmly decided that they cannot make any further
savings in working expenses without implications for the quality
of service which they regerd as so sérious as to be unacceptable,

This still leaves a gap of some £20m, without provision
for contingencies, They could meet just over half of this by
bringing forward the fares increase, which they already had
in mind to bring forward from January to the end of November,
to' the beginning of October., They are currently planning to
do this., But this would have to be announced not later than
around Mid-August because of the need for advance warning,
printing of tickets, and so on. I do not myself think that it
would be tolerable for the Board to announce such a large
increase in advance of the report of the Mergers and Monopolles
Commission on the referefce about services in London 8hd the
South East. I think it would be extremely damaging if
British Rail were to have a second price increase only'nine
monthe after the last one, Furthermore, up to 75,000 season
ticket holders will find that, as a result, the increase in
fares since they last bought an annual ticket will be of the
order of LO%.
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The Board attach very great importance to keeping within
their EFL, but had promised to consult me before reaching any
decis;on about a fare 1ncrea§e. I know they share my concern
about the political difficulties of an increase in October,
end about the effects this is bound to have on their longer-
term prospecte, But they feel that they cannot properly
give up the £10-£12m that they would gain, this financial
year, from an October increase without specific authority from
Ministers, (They also have it in mind that whatever they now
do, they are bound to exceed the PSO cash limit, which means
that after payment of grant, the passenger services will be in
deficit; this can however, in accounting terms, be set against
the reserves built up over recent years), The Board need to
know very quickly (i.e. within the next 2 weeks) if they are
to stop their preparations for an October increase without
abortive éxpenditure and - more important - a serious risk of
their plans being leaked, .

The Board have pointed out to me that the discussions
between the Chairmen's Group and the Treasury, not yet
completed, have led them to believe that there may be some
greater readiness by the Government to review EFLs in
circumetanceés where agreed economic assumptions have been shown
to be very different from the reality. They believe that we
should 4t least consider making some additional provision to
take &ceount of the effect of the recession on their freight
traffice (at least £20m) and the results of the steel strike
(up to £30m). It is not feasible for them to reduce Gosts
quickly in response to these changes,

I do see very real political difficulties if there is to
be an early fares increase, I should be grateful if we could
discuss, urgently, whether you can agree that we should, as a

-
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minimum, accept the effect on their EFL of postponing their
fares increase until the end of November, at earliest,

I am sending copies of this letter to the Prime Minister
and Sir Robert Armstrong.

%“ﬂg _

NORMAN FOWLER

-
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

PRIME MINISTER

RATIL PAY

I have seen Norman Fowler's further minute of 2ubﬁp§£1 about

rail pay. Since then I understand there have been further
negotiations, following theNUR's rejection of the original

deal, leading to a final settlement providing for a single
stage increase of 20 per cent with still more limited
commitments to productivity improvements.

25 A settlement of this size and the weakening of the link
with productivity is unwelcome, particularly in the light

of the steel dispute,’?ﬁﬂfﬁfﬂﬁhst reiterate. my view that it
would be highly undesirable for the cost of the settlement
to be passed on in higher fares if the productivity element
is not forthcoming. In this respect I welcome the assurance
in the last paragraph of Norman's minute that the Chairman
realises he must look first to cost reductions. I am sure
we should maintain this line. Certainly, there can be no
question of the taxpayer meeting any part of the cost
through additional financial assistance to British Rail.

(G.H.)
™ May 1980
/
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Prime Minister
RATL PAY

My Private Secretary wrote to yours on 18
April about the quick assessment for which you had asked of
the likely implications for rail passenger fares of the wages
agreement announced the previous day. I think I should now
send you a further comment in the light of the discussions
I have had with Sir Peter Parker, and bearing in mind the
points which you and the Chancellor made at earlier stages.

I entirely agree with the Chancellor about
the importance of British Rail confining their increase
to what they can afford in the present financial circumstances.
This was emphasised to the Chairman in two preliminary meetings
I had with him at which Treasury Ministers and officials were
present.

As you will know, BR have now reached agreement
on the basis of a 16% increase, with é‘f&?%ﬁs?‘ﬂ%'}rom 30 June,
Whith is conditional on trade union agreemént to a detailed
timetable for productivity improvements. These include
specific and detailed proposals for reshaping the freight
and parcels businesses and will involve reducing the number
of parcels depots from 220 to 41 and of marshalling yards
from 30-40 yards of varying size and importance to 3 major
yards and 8 minor ones. There will also be changes in the

CONFDENTIAL




administration, with for example, a slimming down of
divisional management and staff economies in areas like

train planning and scheduling as well as in back up services.
The Board think that this is a good settlement; they see the
unions' acceptance of the necessary changes as a major
productivity breakthrough, which will have important
implications for the future of the business. It is certainly
a step forward in the direction we want, provided the unions
deliver.

My Private Secretary's letter explained that
the Board have now to review their financial situation in the
light of this settlement, the overriding requirement to keep
within the external finance limit, and other developments,
particularly on the freight side, since the beginning of 1980.
The Chairman assures me that the Board will seek to avoid a
further fares increase this year if at all possible. They
understand the importance I attach to preserving 12-month
intervals between fare increases.

Clearly I will continue to emphasise, both to
the Chairman and in public statements, that the Government
would regard it as entirely unacceptable for the gains from a
productivity deal to be foregone and the costs simply loaded
on to passenger fares. I am satisfied that the Chairman realises
that in the event he would have to find other ways of cutting
costs acceptable to us but even more uncomfortable for him.

I am sending copies of this to Cabinet colleagues
and Sir Robert Armstrong.

NORMAN-—PUWLER/

Q‘{J’ April 1980
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

%t« .%j
PRIME NG €

Tim Lankester Esq ‘ . bt
Private Secretary to the Na‘(:m i "0 ¢
Prime Minister hopts
10 Downing Street S ey
LONDON SWA 18 April 1980 Iflg

AP Raivres

BR WAGES AND FARES

You asked for a quick assessment of the likely implications
for rail passenger fares of the wages agreement announced
yesterday.

The Board's earlier assessment had been that any increase in
the wage bill exceeding about 15% was likely to require a fares
increase in the Autumn, But the Board will have had very much
in mind the line taken by the Prime Minister in dealing with
Supplementary Questions in the House on April 3 - that British
Rail should not automatically assume the public will go on paying
ever higher fares, because they cannot do that, The Minister
has continued to impress this point on the Board.

The Board have now to review their financial situation in the
light of the pay settlement and of the over-riding requirement
to keep within the external finance limit, For this they have
to take account also of the effects of the steel strike - which
has caused them substantial loss of revenue, the general drop
in freight traffic and the substantial increase in oil prices,
The Department would not expect the Board to reach any firm
decision for some weeks at least,

The Board have assured the Minister that they attach great
importance to their policy of trying to restrict increases in
fares to annual intervals, It is?8ocon to know whether they will
be able to do so on this occasion, But the Minister has left
the Board in no doubt of the need to do everything they can to
ensure that, as a minimum, any necessary increases in the
Autumn do not apply to regular travellers (ie season ticket
holders), But they will not be able to take any firm decision
for some time,
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I am sending copies of this to the Private Secretaries to
all Cabinet Colleagues, and to David Wright,

a-rm«
by

MRS E C FLANAGAN
Private Secretary

CONFDENTIAL
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10 DOWNING STREET

From the Principal Private Secretary 17 April 1980

When  the Chancellor of the Exchequer called upon the Prime
Minister at 0900 this morning the following were the main points
which arose in discussion.

IRAN

: The Chancellor of the Exchequer said that he had let the
Governor of the Bank of England know the conclusions which OD had
reached at its meeting on 15 April. The Governor was.very
concerned that there should be no discussion at the forthcoming
meeting of the Foreign Affairs Council of the possibility of taking
legislation to provide for mandatory actlon on Iranian loans, deposits

- and credits.

The Prime Minister said that OD had agreed that it would be
preferable to take action on this point by means of persuasion rather
than by legislation. The Chancellor should minute other members of

~OD explaining the Governor's concern and asking for their agreement

that the Foreign and Commonwealth Secretary should not mention the
possibility of legislation for this purpose at next week's meeting
~with the other Foreign Ministers of the Nine.

PUBLIC SECTOR PENSIONS

The Prime Minister said that she remained of the view that
Mr. Drain should not be invited to become a member of Sir Bernard
Scott's group on index linked pensions in the public sector. Mr. Drain
‘was the leader of .a* union whose members now enjoyed inflation proof
pensions and as such he would find it impossible to make a proper
contribution to the enquiry.

_ The Chancellor of the Exchequer said that he would arrange for
Mr, Leif Mills to be invited instead.

PUBLIC SECTOR PAY

The Chancellor said that he hoped to bring forward quickly the
work which he already had in hand on public sector pay. In the mean-
time it was important to correct the wrong impressions which had
resulted from his appearance before the Select Committee on the
Treasury and Civil Service earlier in the week. Thexewas now a belief

/that the
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that the going rate for public sector . pay in the present year was
25%. He was proposing to issue a statement either today or tomorrow
which would make clear that the figures which he had quoted to the
Select Committee embraced a good deal Qﬁ‘catching up pay awards of
the Clegg kind and that they were fully consistent with approved
cash limits. -'dm :

More generally, the future level of pay settlements. was critical
to the attempt to reduce the money supply. It looked as though the
money supply figures for this month would come out satisfactorilyjb
though inter bank lending was still running at too high a level.
new tap stoek looked as though it would go well. But the fact was
that because pay settlements were still at very high levels, they
were putting up borrowing and helping to keep up interest rates.

The

The Prime Minister said that she would consider including some-
thing about the level of public sector pay increases in the speech
she was due to give in Birmingham on Monday of next week. Looking
further ahead to the next pay round, she believed that it was
important to have an assessment of our ability to withstand a national
rail strike. This meant essentially forming a view on whether the
power stations could keep going during such ‘a strike. She proposed to
have a meeting with the Home ‘Secretary, the Chancellor, the Secretary
of State for Energy and the Minister: of Transport to consider what

work needed 4o be set in hand on this. S R

SELECT COMMITTEE ON THE TREASURY AND CIVIL SERVICE

The Chancellor said that his appearance before the Select
Committee had shown that its members were determined, regardless of
Party, to attack the Government wherever they could. Mr. du Cann
wanted to maintain the unity of his Committee and not to let it divide
on Party lines. The Chancellor added that he was due to appear before
the Select Committee again in the near future and he expected that one
of the principad areas of questioning would be unemployment. The .
Committee would be bound to press him for the Government's assumptions
and predictions for future trends in unemployment, but he proposed to
tell them that there were many areas where the Government could not
hazard forecasts.

T MORE
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A.J. Wiggins, Esq.,
HM Treasury. i
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BRITISH RAIL PAY SETTLEMENT 1980

DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB
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17 April 1980

I have Jjust received the details of the pay settlement agreed
at today's meeting between the British Rail Board and the Rail

Unions.

In essence the unions will be recommending to their Executives

acceptance of a

April - the normal annual settlement date.

increase in basic rates of pay as from 21

Additionally, they

will be seeking endorsement to a further 4% increase from 30

June.

This last ammount however is condiTional on agreement

by that date to a firm three year programme of changes in

mprovements

orkin ractices designed to make substantia
in proéuchvay in freiéht, parcels and divisional organisation.

The Board believe tha

e change will open the way to longer

term developments which are vital to their future success.

It has been estimated that the flow-through effect of these

awards on British Rail's annual pay bill will be around 19%.

But the actual figure could be somewhat lower if some productivity
improvements can be achieved during the current year.

The unions not surprisingly have announced the settlement as a

"20% award".

But the fact that they have made such an announcement

suggests that they anticipate agreement by their Executive

Committees.

Fovs
Cen_e

MRS E C FLANAGAN
Private Secretary

CONFDENTIAL
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

/ .
N J Sanders Esqf
Private Secretary to the nﬁ
Prime Minister

10 Downing Street Ty
LONDON SW1 10 April 1980

La_r NEC)(, )
RAIL PAY /

As I mentioned on the 'phone yesterday, the negotiations
between the British Railways Board and the Unions, which took
place yesterday, have now been adjourned until Thursday 17 April,

While the Unions put forward their own suggestions as to
figures yesterday (173% increase on the basic rate, plus 2i% for
productivity improvements) these were not discussed as such,
since the Board were determined to postpone discussion of figures
until next week, They have as you know assured us that they have
no intention of agreeing to the Unions figures, They are well
aware of the need to stay within their existing financing limits
and of the Government's views on the implications for fares of
too large a settlement,

In the meantime, the encouraging aspect of yesterday's
discussions was that the Unions now seem to accept that some
productivity improvements will be essentisal,

I am copying this letter to Martin Hall, Richard Dykes,
and David Wright.

MRS B E RIDDELL
Private Secretary




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP BAG({)M CAAT
O1-233 3000

PRIME MINISTER
BRITISH RAIL PAY NEGOTIATIONS

I have seen Norman Fowler's minute of 2nd April about rail

pay negotiations. In the light of the recent steel settlement,
I hope the British Railways Board can settle at considerably
less than the 20 per cent demanded by the unions and so avert

the need for any price increases at all.

Ry However, if the outcome is higher than British Rail can
finance on present plans, there can be no question of

additional sgbsidies. I am glad to see that Sir Peter Parker

e

has confirmed that the Board are committed to staying within

their 1980-81 external financing limit. I am less happy
with the assumption if the cost of the pay settlement is
greater than can be accommodated within that constraint, it
will automatically be financed through fare increasei; The

Board's aim ought surely to be a basic increase which they
can afford in their present financial circumstances, with any
additional increase being financed by improvements in
productivity. I would not like the Board to believe that we
would view with equinamity a second round of fare increases,
however weighted, simply to meet the cost of an excessive pay

settlement.

% I am sending a copy of this to Norman Fowler and Jim Prior.

(G.H.)
¢ April, 1980
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Norman Fowler's minute to you appears to present a very soft line inz4ﬁ

hawkish terms. Parker appears to have opened the bidding with a
17.7% offer. We understand from Cabinet Office that the original
allowance was for a 15% increase without productivity - not very

tight compared with ﬁ???ish Steel or British Leyland. Next in line
will be the Post Office. Fowler says that if Parker's proposed
management changes are successful, there will be a reduction in the
(much over-manned) labour force of 11,000 jobs over the next 3 years -

we calculate this as about 13% of the work force per annum.

~

The one agreed fare increase of 19-20% was the basis for the original
cash limit. Fowler says that he thinks it would be very difficult
to justify further commuter increases, but is apparently now prepared

to consider increases in freight and Inter-City charges.
PhAE ¥

B

We asked Cabinet Office on 12 March whether any collective thinking
was going on in anticipation of the British Rail negotiations, but
nothing was happening outside Transport. We now have what looks

- -

close to a fait accompli, on British Steel lines, but with a much

higher opening offer. T i

S ——

SUGGESTED ACTION

It seems important to cry halt before Parker rejigs the package to
give the rail unions whatever they want in order that he and they
should have a peaceful life.

You might therefore like to consider asking Fowler:

(a) To[%nstruc@}Parker to "stick" at 13% (apparently the offer is
in two parts, 13% now and 4% at some stage in the future)

L[c. hAA
o POW 4
sptc&ﬁb Airtvhe, : without strings and no further increases without productivity.
4% Fow\v LAl i

o sk SRggOT




To report to you on the impact and '"winnability" of a strike,

together with any information he or British Rail have on the

mood amongst rail workers, especially just after the result of
the steel strike.

To tell him that there should be no further fare rises in any
™

area of British Rail's operation this year.

To justify a reduction of 11,000 jobs in a work force of nearly
a quarter of a million, over 3 years and relate it to natural
wastage. Is this a gross reduction over and above natural
wastage or a net reduction (which probably means an increase)?

To report to you on the staff shortage situation. Apparently
Weighell has been saying‘gﬂg¥’¥ﬁg;zw?g a staff shortage of
12,000 (how distributed geographically and by grade?) and that
this shows that pay scales are too low. Is there a staff
shortage against what is really needed to operate the railways,
or simply against an over-manned staffing level?

LESSONS FOR THE FUTURE

The similarity of this situation to British Steel, as a fait accompli
with virtually no warning to you or other colleagues, and no
preliminary thinking by officials, shows the danger of the arm's
length relationship with nationalised industries. On 20 September
1979, E Committee decided '"that the nationalised industry chairmen
should be asked to ensure that sponsoring Departments were consulted
before commitments were entered into in any major pay negotiations'.
The missing link is that no consultations are required between the
Ministers concerned and fheir Cabinet colleagues. We have to get the
rules right for the next pay round and that means close involvement
in preparing negotiating positions with nationalised industry chair-
men and contingency thinking about when and where we should be
prepared to face strikes.

In the present round, the Post Office is next in line and we should
have an early meeting of the appropriate people on that so that it,

too, does not bolt before we can close the door.

JOHN HOSKYNS
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Prime Minister

I mentioned to you the other week that this year's
rail pay negotiations were likely to be difficult and could
lead to a second round of fare increases. The settlement
date is 21 April.

e cinC e

The rail unions are trying to get at least 20%
without strings. They argue that they have lost grouﬁa-;;'a
result of last year's settlement which was considerably below
the pay awards to their traditional counterparts. The Board
think that they will need to pay something approaching this
if they are to be able to continue to recruit and retain staff
in some areas. But they want real changes to productivity in
return. Sir Peter Parker therefore aims to make payment of an
important part of any wage settlement totally dependent on the
signature by the unions of an agreement setting out both
specific changes to be made in various parts of the business
over a three year period and - equally important - a clear
timetable by which the necessary consultations are to be
completed case by case. The importance of this is that the
unions have so far been able to use the consultative machinery
to obstruct almost any change indqpendently. If successful

LN

this means a reduction of 11,000 jobs over the next three years.
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The negotiations are likely to be tough and ASLEF
particularly will strongly oppose the Board's plan to link
productivity changes with pay. There may therefore be some
disruption of rail services but I do not think this point
will be reached before the third week in April.

I have told Peter Parker that the precise level of
settlement is a matter for him, provided of course that he stays
within his t%ght extergg}‘finance limit for 1980/1 and he hs
reaffirmed his commitment to that. s

But I also made it clear that, given the unhappy
history of past attempts to get real productivity changes on the
railway, I would not be happy with a high settlement that once
more failed to achieve real change. I would in“any case be
reluctant to see the cost of a high“Settlement simply passed on
to the railway passenger. I have therefore told him that I would
accept, if necessary, further increases this year in the charges
for the commercial businesses - fzgiggt and inter city. But I
would think it very difficult for them to justify further increases
for commuters before the end of the_year. The Board are now

! looking at a number of options in this light and I shall talk
to Peter Parker again before any decisions are taken.

I am sending copies of this to Geoffrey Howe and
Jim Prior.

NO WLER
2 April 1980




10 DOWNING STREET

From the Private Secretary g 13 March 1980

Your Minister called on the Prime Minister yesterday
for a general talk about matters for which he has

responsibility.

There are no specific action points requiring follow
up. As we have already-discﬁssed, the Prime MiniStef asked
your Minister to let her have a note on the progress made in his
field since the Government took office. No doubt this is
now in hand.

There was some discussion on the Channel Tunnel, about
which I will be writing to you separately. I should perhaps
also mention that thefe was an exchange about.commuferffares
and the prospect of a further round of British Rail fare
increases in the current year. The Primé Minister made clear
her considerable concern at this prospect, and welcomed the
revised 1icensiﬁg arrangements in the Transport Bill which
will enable alternatives to rail transport to offer regular
services to commuters. ’ |

%m y
S, Vit

Mrs., E. C. Flanagan,
Department of Tranéport.




10 DOWNING STREET

PRIME MINISTER

I attach a self-explanatory
letter from Norman Fowler's
Private Office and hope you
have no objection to the
fact that I have put Mr. Fowler
in the diary tomorrow afternoon
at 1600 hours.

11 March 1980




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

Mike Pattison Esq
Private Secretary to the Prime Minister
10 Downing Street

LONDON SW I 10 March 1980

Dn Mibe

I understand Mr Fowler mentioned to the Prime Minister after
Cabinet the other day that he would very much welcome the
chance of half an hour's talk with her some time soon. There
'is no special reason but he would like to tell her how his

plans for bringing private sector disciplines and money intd
his nationalised industries are going and to talk generally
about current issues within his field of responsibility.

Would there be any possibility of finding a time this week ?

Otene
MRS E.C.FLANAGAN

Private Secretary




