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

14 April 1983

The Rt Hon David Howell MP =
Secretary of State for Transport ? . TR B
Department of Transport Wt o

2 Marsham Street

LONDON SW1lP 3EB

S

BRITISH RAIL: RAILWAYS STAFF NATIONAL TRIBUNAL

Thank you for your letter of 7 April.

I remain concerned that despite the acceptance by ASLEF of the produc-

tivity conditions recommended by McCarthy, they have not yet been
fully implemepfed. The fact that union leaders can conctinue co exploit

£ ampigulties in the 1981 understandings on pay and productivity

reinforces the need to overhaul the arbitration a ts. I accept |
that thesE—are—nee—ehe—9n*rHanrﬂ?TﬂPTEE'?ETTGE§§$x?ﬁ§ﬁ§%§ial relations :
problems but as experience has shown, they can be used by the unions to

slow down and impede progress in achieving the necessary improvements
in productivity.

I am glad that industrial relations will feature prominently in the
objectives for the new chairman. I think we should include the

removal of unilateral access to arbitration among the improvements we
should like to see come out of the review of the present arrangements.
This would eliminate one of the most frustrating aspects of the recent
disputes in BR where issues which have been bogged down for long periods
in the negotiating process have then been unilaterally referred to
arbitration by the union side, thereby achieving yet further delay.

We shall also need to address the question of the chairmanship of the
arbitration tribunal. It is important that this post should be filled
by someone who can command confidence on all sides. If Lord McCarthy
is to be replaced, it will be important for action to be set in train
at the earliest opportunity, given the lengthy processes involved.

I think it would be helpful if you could set out your ideas on how you
propose to deal with this aspect of the new arrangements.

I am copying this to the Prime Minister, Home Secretary, Secretaries of

State for Scotland, Industry, Energy, Employment, Trade and the
Environment and to Sir Robert Armstrong and John Sparrow.

g ot
( A

el

GEOFFREY HOWE
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I entirely &agree that the railway's industrial rela
problems have been compounded by the existing highly forma
negotiating and arbitration arrangements, Peter Parker Kknows
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Prime Hunasev

Treasury Chambers, Parliament Street, SWIP 3AG Mus 24’/3
01-233 3000

25 ch 1983

The Rt. Hon. David Howell MP
Secretary of State for Transport

| B

BRITISH RAIL: RAILWAY STAFF NATIONAL TRIBUNAL

I have seen your minute of 14 Ma,r'éh to the Prime Minister about the outcome of
the BR arbitration case. 4

I am glad that you have been keeping up the pressure on the Board to take a firm
line in response to McCarthy but I gather from recent Press reports that they
have since cgpgeded 6 per cent to ASLEF without securing agreement on all the
outstanding productivity issues. It is essential to get the message across to the
unions that there is no money available for pay increases unless they deliver on
productivity.

I believe that the industrial relations problem of the railways is bedevilled by the
jungle of overlapping and interlocking agreements with arbitration at its heart.
In drawing up the objectives for the new BRB Chairman we must give high
priority to the need to overhaul the arbitration arrangements. We must also
consider how best to deal with the problem of Lord McCarthy's personal
influence on the existing arbitration apparatus.

I am copying this to the Prime Minister, Home Secretary, Secretaries of State

for Scotland, Industry, Energy, Employment, Trade and the Environment and to
Sir Robert Armstrong and John Sparrow.

GEOFFREY HOWE
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01.217 33
SWITCHBOARD  01-212 7876

/g March 1983

Rt Hon Cecil Parkinson MP §H-i4)h 4
Chancellor of the Duchy of %UH}
.-' > = Ko (&

01

T CR S,

Secretary of State for Industry

Lancaster

Privy Council Office

Whitehall ' ;
London SW1A 2AT - C4

%fw- Clerucellpy o Y !Wﬁ’

I spoke to you on Thursday evening about this correspondence
which I have had from Joel Barnett? You will see that the firm
in his constituency, the Standard Railway Wagon Company Limited,
has secured an agreement for a project to introduce a new fleet
of high-capacity air braked rail vehicles, but the project is
threatened by the pressure on BREL for all manufacturing work to
be placed at Shildon. Although Joel Barnett's letter is
carefully worded, it is clear that he is Supporting his
constituency firm's opposition to the pro-Shildon pressure groups
and of course this is totally consistent with the line being

taken by Michael Foot and the Labour Party in the Darlington
By-election.

I have checked with Sir Peter Carey that there is no procedural
objection to use being made of this correspondence ,subject to
there being no public mention of the company's name,and it may
well be that Willie Whitelaw can use it when he is in the
constituency after the weekend and that David Howell can use it
in the Debate on Wednesday. Obviously, David will wish to warn
Joel Barnett that he intends to refer to the matter.

As I write, I am not quite clear whether the Section 8 referred
is Section 8 of thé Industrial Development Act or of some similar
legislation operated by the Department of Tranport. No doubt
David's office will be able to advise.

JOuUs suices

PATRICK JENKIN

(Approved by the Secretary of
State and signed in his
absense)
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The Rt. Hon. Potrick Jenkin, M.P. L (L ToVse O”QSTQ
Secretary of State for Industry, » ADA —J‘%u'u[hi_

Ashdown House, MARY b ot ‘CF \

123 Victoria Street, <Tiﬁ£gg AHHOPMATE) /L?Lﬁ.jq

L ONDON. (3’ PLE“’S‘[B* < -
SWI1E 6RB &m.__ul ﬁ - Ve Ul e
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8th March, 1983

Dear Potrick,

I enclose o letter I have received from the Managing
Director of the Standard Roilwoy Wagon Company Limited in
Heywood in my constituency. As you will see, he refers to
the scheme requiring o <ontribution under section 8 ond to
the foct thot his opplicotion wos made on 28th February last.
I am sure you will oppreciate how serious the problem is in
a town like Heywood where there is alreody a very high level
of unemployment and I should be glad if the application could

be considered urgently.




.The Standard Railway Wagen Company Limi

(A MERCAKTILE CREDIT COMPANY) Regstered Office:
Green Lene, Heywood, Lancazhire

GREEN LANE

HEYWOOD

LANCASHIRE OL 10 1NB
OUR

Tlephone: Heywood 6413578
NSIRREFE ool s s == Telex: 63327

DATE ... 28th February, 1983. Registered in England No. 275210

The Rt. Bon. Joel Barnett M.P
Bouse of Cormons,
London,

PR

SWlh OARA .,

-1

Dear Joel,

You will be aware of our efforts to obtain orders for our Heywcod
works wnich hopefully will secure the future viability of the Company
and save jobs in this very depressed area.

To this end, we have been in negotiation with British Rail ard
the British Steel Corporation over many yYears and have at last succeeded
in putting a case together for the introduction of a new fleet of high
capacity air braked vehicles on terms which are competitive with rocad
transport. - To do this we require the willing support of our lzbour force
and of our parent Company who are to provide the necessary funds on
preferential terms over an extended period to reduce unit costs.

In addition to this the scheme requires a contribution from the
D.o.T. under the terms of the Section 8 egreement and our application
for grant was lodged on Friday, 28th Jamary, 1983.

We pow learn that creat pressure is being brought to bear by
British Rail Engineering through Local Authorities and sympathetic M.P.s
for 211 the manufacturing work to be placed at Shildon. We, on our
part are naturally concerned about the plight of fellow railwaymen who
might lose their jobs through no fault of their own. However, we can see
no justification for such support which if successful would lead to the
closure of our Beywood plant and a loss of 150 jobs.

The lobbying on behalf of Shildon takes no account of cur
contribution to the scheme and that without the builéing work my Group
would lose interest in the entire conceot following which no orders
would be placed for wagons and the railway business woulé be lost to
roac.
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BRIEF FOR DEBATE ON

RAILWAY WORKSHOPS
on
TUESDAY 22nd MARCH 1983

Background:

On 17th February, British Rail announced plans to
rationalise its engineering business with total
losses of 3,500 jobs. These job- -losses will take
place at Shildon (2000 jobs), Horwich (1100 jobs)
and Temple Mills (300 jobs). The Opposition have
clearly picked this issue to turn attention to
Shildon which is next door to Darlington. This
brief concentrates on Shildon and the Darlington
Region.

ontents Page
The Closure of Shildon &
the Darlington By-electi on i
Shildon - a political football

Shildon - Closure of BREL
workshops - Background

Government Help to Shildon/
Darlington

Budget - Help for Small Business
and Employment

APPENDIX I -
Government help available
for Intermediate Areas

Conservative Research Department,
32 Smith Square,
L.ondon SW1 Enquiries on this brief to:
Tel. 222 9000 + Katharine Marsh
¥ X 2512




The Closure of Shildon and the Darlington By-election

On 17th February, British Rail announced plans to rationalise its
engineering business and announced the closure of the British Rail
engineering works at Shildon, County Durham, with the eventual
loss of about 2000 jobs. The choice of this particular issue by
the Labour Party as a subject for debate is obviously a desparate
bid to recover the flagging Labour vote in Darlington. Shildon
is next door to Darlington and about 200 workers live in the
constituency of Darlington. Labour is determined to make Shildon
a political football - an aim which has become evident during

the by-election campaign and an:-aim which -is not confined to the
Labour Party.

The main point to bring out in this debate is the opportunism of
the Labour Party and the Alliance in trying to make a political
issue out of a closure which would have been unavoidable which
ever Party was in Government. Darlington voters and workers at
Shildon deserve to be told the truth and not to be treated as
electoral 'fodder' for any short term bribe political parties
choose to offer.

Shildon - a political football

Michael Foot during a visit to Shildon has promised that a Labour
Government would keep Shildon open. Bill Rodgers for the SDP
also announced that the SDP would save the works, but a.few days
later Mr Tony Cook the SDP candidate anncounced they would give
Shildon a two year reprieve.

The NUR shop stewards in Shildon have criticised the candidates
for making it a political football.

The Conservative candidate Michael Fallon has emphasised that he
will not buy votes over the Shildon issue but has said that he
favours some sort of BR/Industry task force to help provide
opportunities for employment - (2along similar lines to BSC help

at Corby), and Ministers have reiterated this point and criticised
Labour and the SDP of playing 'Ducks and Drakes' with Shildon.

~
Labour's Hypocrisy

To listen to Labour politicians one would =<think that they had
never sanctioned works closures themselves. Under Labour,
industrial plants closed often were there were no longer adequate
markets to enable them to remain viable. However, while allowing
closures Labour did nothing to encourage alternative long term
employment because they did not recognise the importance of small
business and private enterprise in the provision of employment in
the future.

Closures under Labour occurred for example at BSC works at:

Ebbw Vale
East Moors
Shelton
Glencarnock
Bilston

Shipbuilding Yards. Eric Varley then Secretary of State for
Industry admitted that 'certainly some yards will close...I can't




=

speculate as to which yards, but it's absolutely certain'. (m!
26th June 1976). When electoral defeat loomed for Labour in

April 1979, Gerald Kaufman announced that the Marathon Shipbuilders
would be reprieved.

Shildon - Closure of BREL Workshops - Background

Shildon makes and repairs wagon
extent for private customers;
BR have concentrated wagon bui in ¢ e 1é¢ the range of trades
is not as great, and the layou flexible, as at some

other work eg Doncaster, whic hey now in i to use for any
residual wagon work.

The Shildon workers are 'heavy

Welder, Riveter, Fitter. There are n
craftsmen, and very few electricians,
other BREL activities would not be pr=a

v Why must it close, ir

Shildon is a single-purpose works with ity to build

1500 wagons a year, and to repair \ The BR
requirement for wagons has dropped ° ] ically with the
change from wagon load traffic, and - the larger
air-braked wagons.

BR do not require any new wagons this year and their annual
requirement in the period 1983-86 is not expected to exceed

150 a year - which is far below the viable capacity of Shildon.
The requirement is determined by the customers that the rail
freight business can attract. It has nothing to do wit
investment limitations.

2 What are BR's plans for closure?

BREL have given a lot of thought to ways in which they could

help to alleviate the closure. They have consulted BSC, who

have wide experience in this type of problem, and engaged
consultants to conduct a study of possible job-creation. They
will support the efforts of ti rprise Trust. (NB

John MacGregor opened ;= i 3 uth West Durham
Enterprise Agency on 8th March. Tl ions heve been underway
for several months i 1 - prise Agerncy at Shildon itself.

S Is the problem

or inefficient.
oblem is that
the plant can

wagon build

The problem is not that Shildon
British Rail have never suggeste
Shildon's workload has declined
no longer be

programme 1is not expected
1983-86, while Shildon's capaci
The Congo order, recently won, i
current level of wagon repairs
while the plant has i

It is a problem,

workload, rather

b-l]
r
= gl 5
k™
ct
col o (]
=
(8]

-0
e
o
(1]

[ e]
| = 2
(11

S 0 0
|
m
= 0
KM o 3"

ct
(14
[14]

ma
<
(1]
I-’
Qa
{5
3
-
o |
0a

O

r year.
The
year,

per year.
likely

= WU

0 O =

2 O O M
- (M
m

o m
D

n =z
3 in

30
@
*3

- O wm
L T ¢}

SJ0Mm o "

Lidi =i
4 .
L Sl
dt0Ofm@ 0 O D3
o

(8]
it Bt
§er

o
Yy

H oW oy
m
e 0

a3 O
O M
.

ck

0
tn. o

o
. 1 O =

lb | B
(ST o ™
= O
o

0

b

-

0]

M c




4. Is the closure the result of investment limitations?

Government support for the railways is at record levels. They
received nearly £1 billion in grant last year. The investment
ceiling has been maintained at the same level in real terms as
under Labour but BR are spending below their investment ceiling.
Even so, BR has been investing more under this Government than
under Labour. Nearly £1600 million has been invested by BR since
1979 compared to just over £1100 million over the previous 4 years.
We all want to see British Rail carrying out more investment, but
this will not solve Shildon's problem. The situation is more
complex than that. The decision of BR to withdraw from the
individual .wagon load business, and the introduction of modern
freight wagons (ie for Speedlink services and full trezinloads),
has had an impact on Shildon's workload which cannot be overcome
by investing in other things.

5. Why is no new work available for Shil

Shildon is a specialist works which builds and repairs freight
wagons only. Other workshops, which traditionally have done a
wider range of work than Shildon will be able to handle the
expected workload.

6. Is the closure of Shildon the result of the Serpell Report?

No. The Serpell Report identified over-capacity as a crucial
problem facing BREL, but it is something British Rail have

been grappling with from well before the Serpell Committee was
set up. British Rail originally informed their unions in March
last year of the need to close Shildon. Following consultations
with the unions, the closure was temporarily withdrawn while both
sides discussed how to tackle the problem of over-capacity.
Despite every effort to find an alternative solution, management
have now concluded that the closure of the Shildon Works is
unavoidable. It is a management decision taken by British Rail
in the normal course of running its business.

7. What has the Government done to help?

The Government has done a great deal to help BREL win export
orders - Ministerial visits, trade cdelegations etc. VWhere
appropriate it has supported the financial arrangements BREL
was able to offer overseas buyers. There is no real prospect
that exports can replace the decline in home orders. The world
railway engineering market is becoming increasingly competitive,
particularly for wagons. The recent order of 115 wagons for the
Congo was a major achievement but Shildon has a capacity for
1500 new wagons a year.

8. What would happen if Shildon were reprieved?

If Shildon were reprieved, it is likely that BR would have to make
cuts in other BREL works.

Government Help to Shildon/Darlington

It would be useful if members could draw attention to the help




being given to the Shildon/Darlingon area and the greater
opportunities for small businesses and for employment in the
Chancellor's Budget.

DARLINGTON & SHILDON - NEW BUSINESSES AND REGIONAL AID

Shildon and Darlington are 'Intermediate' Areas, recent
developments include:

1. Darlington and S W Durham Travel to Work Area

Since 1966, around 55 manufacturing firms have located projects

in the area. Of these, 18 have since closed. The remaining firms
employ a total of 3,800 people and include Carreras Rothman

which opened in 1971 and Darchem which opened in 1974. More

recent positive developments include the following:

Cleveland Bridge & Engineering Co Ltd opened a new £26 million
factory at Darlington in January 1982, and have recently

won a £20 million contract to supply steel sections for a

new power staion in Berlin.

Tallent Engineering, Darlington, have increased their
workforce by 80 as a result of a contract to supply
suspension arms for the Ford Sierra.

6,000 sq ft super store at
180 people by mid-1983.

Fine Fare is to build a 5
Bishop Auckland employing

GEC Telecommunications, Aycliff are recruiting 165
workers in 1983 as a result job=sharing scheme.

Construction of a new £1% million office and shops
development in Aycliffe town centre has begun with

the expectation of 100 new jobs.

S Regional Aid

a) Assisted Area Changes

Following the Govermment's review of regional industrial policy
in 1979, the Bishop Auckland Employment Office Area was down-
graded to a Development Area on 1 August 1980 and was further
down-graded to an Intermediate Area on 1 August 1982. Darlington
and Aycliffe were down-graded to Intermediate Area status on

1 August 1980, and therefore the whole of the Travel to Work

Area now has Intermediate Area status.

b) Selective Financial Assistance

Between May 1978 and cember 1982, £12.9 million has been
offered under Section the 1972 Industry Act towards the
cost of 35 projects. his has provided 3,453 additional jobs
and safeguarded a furt 2,213 (Project costs £92.4 million).

In addition, Section i an mounting to £308,000 has been
offered for 19 projec ir he riod.




c) Industrial Estates/Advance Factories

At 31 December 1982, 25 factories totalling 27,676 sq metres were
complete and available which included 7 reserved units

(6,046 sq metres). During 1982, 11 units totalling 1,509 sq metres
were occupied.

SPECIAL EMPLOYMENT SCHEMES

Temporary Short-time Working Compensation Scheme:
(potentially redundant jobs supported)
Darlington Travel to Work Area

Job Release Scheme:
Darlington Travel to Work Area

Young Workers Scheme:
Darlington Travel to Work Area

Community Programme
Darlington Travel to Work Area

YOP (number of entrants between 1.4.82 and 31.1.83)
Darlington and Sedgefield Local
Authority Areas 35720

Total beneficiaries

SHILDON

The Government recognises the damaging social consequences of

any major closure of a business. All Government Agencies will be
working with BR, the local authorities and other people locally
to find new opportunities and new jobs. BREL have made it clear
that they want to work locally through development trusts to help
create new work and BREL are prepared to provide financial
resources to help in this work. (Members may like to draw a
parallel with the BSC-funded scheme at Corby).

BUDGET - Help for Small Business and Employment

CHANCELLOR IN HIS BUDGET SPEECH announced many measures helpful

to small business. Many areas where the Conservative Back Bench
Committee for Small Business and the various small business groups
had submitted proposals for improvement received favourable
attention. Since 1979 this Government has now introduced over

100 measures to assist small firms. Preliminary details of the
more important of this year's measures are given below.

BUSINESS START-UP SCHEME - Now to be called BUSINESS EXPANSION
SCHEME. Scheme extended to April 1987. Annual relief increased to
£40,000. Restriction on proportion of issued capital qualifying
for relief removed (formerly 50 per cent). Relief available for
investment in existing trading companies as well as new companies.

LOAN GUARANTEE SCHEME - Extended to May 1984. Further £300 million




to be made available.

SMALL ENGINEERING FIRMS INVESTMENT SCHEME - This scheme, previously
most successful, to be re-opened to run for three years to 1987.
£100 million to be made available to provide grants of one third
of cost of high technology machine tools by small engineering

firms.

INFORMATION TECHNOLOGY - Further grants to be made available to
assist with initial investment and marketing of new technology.

ENTERPRISE ALLOWANCE - Pilot scheme, whereby grants of £40 per
week for up to a year are made to unemployed to assist them in
setting up a business, is to be extended to whole of UK from

1 August 1983.

SMALL COMPANY CORPORATION TAX - Rate reduced to 38 per cent on
up to £100,000. Full rate of 52 per cent charged on profits over
£500,000. Effective marginal rate is 55% per cent.

EMPLOYEE PROFIT SHARING SCHEMES - Existing annual limit of value
of shares which can be made available to an employee free of
income tax is increased from £1,520 to 10 per cent of earnings

with maximum of £5,000.

CAPITAL GAINS TAX - Retirement relief increased from £50,000 to
£100,000. .

CAPITAL TRANSFER TAX - Relief on minority shareholdings in private

trading companies and tenanted farmland increased from 20 per cent
to 30 per cent.

OTHER ASSISTANCE not specific to small business includes income

tax (higher personal reliefs, higher thresholds for higher rates

of income tax and investment income surc harge), national insurance
surcharge (down from 1% per cent to 1 per cent from August 1983),
higher ceiling of £30,000 for mortgage interest relief and increase
CTT threshold to £60,000

JOB SPLITTING SUBSIDY for part-time job release scheme.

/...Appendix I
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APPENDIX I

Government help available for Intermediate Areas

il exchange

Inclusion in the
of the English In

Assistance from the quota
regional development fund;

Loans from the European Investment Bank.
In addition the llowing assistance measures are
available on ] d therefore to manufacturing

firms in the

a. Generzl support arranger ction 8 of the
Industry Act 1972 for assisti '

Six schemes offering assis - n 8 of
the Industry Act as To“ous:

i TFlexible manufacturing-including robotics-scheme
el-firing scheme;
iPrivate Sector steel;
iv Microelectronics indi

v
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Prime Minister

BR: RAILWAY STAFF NATIONAL TRIBUNAL ruir’

4 I now have a firm indication of what Lord McCarthy's

Tribunal will recommend when Eﬁey report tomorrow.

A McCarthy will recommend a pay su e : ver-only
operation on the Bedford/St Pancras line of £6 per shift -

£1 more than the Railways Board offered. The Tribunal will
“also recommend immediate 5:;55:?15’?3% withheld 6% pay
increase to NUR and TSSA members on the grounds that they

have broadly co-operated in productivity changes. But I
gather McCarthy will tell ASLEF that they must make further
_gzoductivity concessions before the withheld 6% can be
triggered for their members, He may well also add that the
supplement for operating Bedford/St Pancras should not be
paid until the trains are running.

Se I have made it plain to the Railways Board that we expect
them to pay no more to get the Bedford/St Pancras line going
than can be justified commercially. The Board assure me that

that is and will remain their stance., Getting the new service
into operation, with driver-only operation, is expected to
yield a gross annual saving of £0.5m. This would be reduced

by £100,000 a year by the £5 a shif't payment the Board have
already offered ASLEF plus the supplements the NUR have already
accepted., The extra £1 per shift that McCarthy will recommend

would add about £15,000-£20,000 a year to the pay bill.
S r—




In deciding how to respond, BR will have in mind not only
the interests of their customers on Bedford/St Pancras

(whose patience is long since exhausted), but also the

prospects for driver only operation on the rail freight
business where the potential benefits are far more

important.

L, I have consistently made it clear to the Board that
they must take a firm line in response to McCarthy. On'*
my instructions, my officials reinforccu—ti=t-message
this morning, At the moment, the Board have a powerful
lever in the withheld 6%; I have left them in no doubt
that they must not relax their grip on it until they are
satisfied that the unions will deliver the productivity
gains BR have been seeking and which are long overdue,

Te I am copying this to the Home Secretary, the Chancellor
of the Exchequer, the Secretaries of State for Scotland,
Industry, Energy, Employment, Trade and the Environment,

and to Sir Robert Armstrong and Mr Sparrow,

DAVID HOWELL

14 March 1983
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MR SC%éLAR
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cc Mr Mount
Mr Owen

FORTHCOMING REPORT OF THE RAILWAYS STAFF'S NATIONAL TRIBUNAL
(McCARTHY)

The latest report from the McCarthy tribunal, expected tomorrow,
will recommend an extra £1 a shift for driver-only operation on
the Bedford-St Pancras line; and that the outstanding 6% be
now paid to the NUR and TESSA, but not to ASLEF until further

progress has been made on the productivity measures outstanding,

notably flexible rostering)on which ASLEF is still dragging its

feet. BR is understood to be content with an extra £1 a shift,
which will probably cost less than £20,000 a year but will save
£34 million a year on costs. It is not yet known if the NUR will

accept it.

Mr Howell will probably be reporting all this to the
Prime Minister shortly, together with his view of the merits
of the award. The Department of Transport attach great importance
to driver-only operation, not only on the Bedpan line but also
in BR's freight business. They are likely to say that BR should
accept the award provided that the NUR cause no further difficulties

about driver-only operation.

The RSNT is, believe it or not, the last possible stage
of the industrial relations procedure. The recommendation is
non-binding, and if it is not accepted there is no further mechanism

for resolving the dispute.

As with all McCarthy reports, I think we would be well advised
to examine the small print before reaching a judgement .about whether
BR should accept it; but at present I remain doubtful about the

need for BR to make any further concessions at all.

o

14 March 1983
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Chancellor of the Exchequer
HM Treasury ﬂAA'7/3
Treasury Chambers
Parliament Street

LONDON SW1 7 March 1983

01-212 3434

R, Teha,
BRITISH TRANSPORT HOTELS

I wrote on 23 Febrlary about the outcome of British Rail's
public tender offer or sale of 21 British Transport Hotels.
At that stage the Railways Board Hhad decided to accept offers
for 10 hotels at a sum of £25.85 million, and to put the remaining
hoteTS up for sale by private treaty.

The Board have now 3just signed contracts for 8 of the
remaining 11 hotels. These are Newcastle, Hull, Pet€rborough,
Moretonhampetead, Glasgow (Central), Inverness, Perth and Aberdeen.
They are Dbeing sold to a single buyer, Ecletsecure Ltd, which
is part of the Virani Group. The price (£4.6 million) is
better by some £700,000 than the reserve which had been put
on them, e
S

This leaves the Board with 3 hotels: Manchester and Leeds,
on which active negotiations are proceeding, and the North
British at Glasgow where the hope is to sell it soon to form
part of an eventual redevelopment.

I am copying this to Michael Scholar, to Private Secretaries
to members of E(DL) and to Sir Robert Armstrong and Mr Sparrcw.

>:us$uuug’

(CaiBin

RICHARD BIRD
Private Secretary
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10 DOWNING STREET

From the Private Secretary 4 March 1983

SERPELL AND THE FUTURE OF THE RAILWAYS

The Prime Minister held a meeting about the Serpell Report
and future railways policy yesterday evening. The Ministers who
were present were, the Chancellor of the Exchequer, the Chief
Secretary, your Secretary of State, the Secretaries of State
for Scotland, Wales and Employment. Sir Robert Armstrong, Mr. John
Sparrow and Mr. Peter Gregson were also present. The papers before
the meeting were minutes from your Secretary of State dated
31 January and 17 February; from the Chancellor of the Exchequer
dated 4 February; and Mr. Sparrow's minute of 4 February.

Your Secretary of State said there were four issues on which
decisions were required. First, the immediate task of containing
and reducing BR's costs, and the ever-increasing Exchequer support
to the railways; the future chairmanship of BR, and the brief which
should be given to the next Chairman; the longer-term structure
of the industry; and how the Government should go about its work
in reaching decisions on these matters.

In discussion of the short-term issues it was generally agreed
that action should be taken immediately on the urgent and
identifiable measures suggested in the Serpell Report, and in
particular the proposed cost savings. Some of these had been
suggested in general terms by Sir Peter Parker, and it was
essential to involve him in the process of implementing these
changes. Your Secretary of State would be thinking further about
the future chairmanship. The objectives for the new Chairman
would become clearer as the Government's consideration of the longer-
term policy issues progressed. The brief for the incoming Chairman
would have to take account of the fact that Ministers were not yet
ready to take final decisions about railway policy in the longer
term and would therefore need to preserve the Government's freedom
of action in that respect while applying maximum pressure for the
attainment of the Government's objectives in the short term.

On the longer-term issues, it was suggested that the
objectives should not be cast in terms of a particular network
size, linked though that was with the crucial issues of cost and
manpower control. A tidy and simple structural blueprint would
probably be impracticable and undesirable; it would be useful to
distinguish between national inter-city services on the one hand

/ and
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“and local services on the other; different solutions might be
appropriate for different regions and for particular services
within those regions. The emphasis should be as far as possible

on encouraging private sector initiatives where these appeared

to be realistic. Separation of responsibility for track and
signalling on the one hand and the operation of services on the
other (for example on the model of the Pullman service or existing
private enterprise rail freight services) might sometimes be
appropriate. It was desirable to try and encourage local decisions
about the best form of transport to meet local needs. It would
however be necessary to avoid the problems which had been
encountered with the PTE concept, in particular the politicisation
of transport decisions and the increased pressure for spending by
local authorities which might lead only to rate increases or pressure
for more grant from central Government. It might be that in some
of the new localised structures, local choices would have to be
made between different modes of transport. In others, like the
Cambrian coastline where no parallel road system existed, no such
choice might be available. In other cases again there might be
experiment, always within the strict limitations imposed by safety,
with different and more cost effective modes of rail transport:

for example with small light-weight units. Elsewhere there might
be scope for experimentation through converting existing rail
rights of way into bus-ways or lorry-ways. It was pointed out
that change in the direction envisaged would mean abandoning the
policy decision which laid upon BR the duty to maintain.services

at the 1974 level. This policy change, however, could not be made
until decisions on these longer-term options for restructuring the
railways could be taken and until something could be put in place
of the 1974-based objective.

Summing up the discussion the Prime Minister said that the
Secretary of the Cabinet would arrange for an Official Group to
be set up under the Department of Transport's chairmanship to
consider the issues of railway policy in the longer-term in the
light of the Serpell and Goldstein reports and the ideas set out
in paragraphs 16 and 17 of the Secretary of State for Transport's
minute of 17 February. The Group should take account of the
suggestions made in the discussion, in particular the wish to
promote innovation and diversity, within a cost and manpower
constraint, and to devise different solutions for differing local
circumstances across the country.

The Group should also look at possible changes to the grant
system which would be designed to apply maximum pressure to reduce
and control costs. The Group was not however expected to reach
conclusions about the closure of any part or parts of the network
or that the network should be maintained at its present size.
Those options remained open for consideration by Ministers in due
course on the basis that had already been made clear publicly by
the Government in its comments on the Serpell Report. The Group
should prepare a report setting out a range of possible approaches
for discussion by Ministers. The work would inevitably take a
considerable time.

Appropriate measures would need to be taken to ensure that
the Group's papers and discussions were handled on a strictly
""need to know" basis. She could reconvene this Group of Ministers
for discussion of the Official Group's report in due course,

/Meanwhile




~'Mwanwhi]c the Secretary of State for Transport should press ahead

as quickly as possible with the BRB to secure the short term
savings identified by the Serpell Committee, and should report

. progress to his Ministerial colleagues. The Secretary of State
for Transport should also prepare in due course, in consultation
with Treasury Ministers and the Central Policy Review Staff, a
brief for the incoming Chairman on the lines indicated in the
discussion.

I am sending a copy of this letter to Johh Kerr (HM Treasury),
John Gieve (Chief Secretary's Office), Muir Russell (Scottish Office),
Adam Peat (Welsh Office), Barnaby Shaw (Department of Employment),
Richard Hatfield (Cabinet Office), Gerry Spence (CPRS) and
Peter Gregson (Cabinet Office). I would be grateful if you and
they ensure that my letter is seen only by those specifically
authorised by your Minister to do so.

Richard Bird, Esq.,
Department of Transport,

CO‘;‘-‘!?{"FE“}F? TTER Y
NI EiS F e




DEPARTMENT OF TRA "SPORT
2 MARSHAM STREET LONDOX SWI1P 2EB

01-212 3434

John Kerr Esqg
Private Secretary
Chancellor of t
HM Treasury
Treasury Chamb
Parliament Str
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BRITISH TRANSPORT HOTEL

I am writing to
Rail's public tender o
Transport Hotels,

et you know about the outcome of British
fer for sale of 21 of the 23 Bi.tish

1
f

The Railways Boa
from 4 separate bidders
[ Sga Bem,  This 15 about
of the 10 hotels concern
comp;eted by the end of

now decided to accept offers
total of 10 hotels at a sum of
above the independent valuation
These sales are expected to be
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For the 1 ictels, all combinations of

were judged to be ar below valuation to be acceptable.
The Board therefore intend immediately to put these 11 hotels
up for sale by priv treaty and are reasonablv confident
these can be sold, 1

n excess of £10m, and perhaps up tu

£14m, over the next to 6 months. They expect some of the

hotels to be s0ld very guickly, since they figured, in combination
with others, in some of the unsuccessful tonder hids. The

total proceeds should then be close to the original independ=nt
valuation.

Although BR had said that they would give some preference
to bids for 8 or more hotels, there was in fact only one.
This covered all 21 hotels, but was not acceptable because
it was for a sum about 20% below valuation, and was very little
different from the earlier offer, made last year by a ccnsortium
led by senior BTH managers, and rejec*ed as being too low.
The management consortium did not in the event participate
in the tender process, although thev had been expected to do
s0,

y of State has made it clear in Parliament
on which tenders to accept or reject was

\
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entirely one for the Railways Board to make, with the help
of their financial advisers, Morgan Grenfell., Neither he nor
the Department has been involved in the selection process,

The Successful tenderers will be.informed early tcmorrow
afternoon together with the hotel managers. Morgan Grenfell
will then be issuing a press and the unions wili be
told.

The fact that the tend has not resulted in the
immediate sale of all 21 ho tels w:ll be a disapponintment to
the Board, particularly since their hope of keeping a sizeable
. chain together will not be achieved. It will no doubt be argued
that they should have sold 18 of the hotels to the management-led
consortium last summer, The Board can counter this bv pointing
our that they exrect to realise substantially more money by
the route they have adopted. The management-led consortium
were yiven every opportunity to participate in the tender,
although in the end they were unable to raise the necessary
financial backing.

I am copying this to Michael Scholar, to Private Secretaries
of members of E (DL) Sub-Committee, and to Sir Robert Armstrong
and Mr Sparrow.

\/ Gov g _,,H\A&utgj

Sue ‘E“*“;&*__LUL_

fp.

RICHARD BIRD
Private Secretary
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CONFIDENTTAL

P.0966

PRIME MINISTER

Serpell Report and Railway Policy

BACKGROUND

Your meeting on 21 February has the following purposes:

—

3% to reach some preliminary broad conclusions about the issues

of railway policy raised by the Serpell Report (and the minority

Goldstein Report) in the light of the minutes from the Secretary of
State for Transport of 31 January and the Chancellor of the

Exchequer of 4 February;

f B i to review the Governmnet's public stance on railway policy

during the remaining life of this Parliament;

iii. to give guidance, and to make arrangements, for future work
—y

(relevant are Sir Robert Armstrong's minute of 3 February, not copied
elsewhere, and Mr Sparrow's minute of 4 February copied to the

Chancellor of the Exchequer and the Secretary of State for Transport).

MAIN ISSUES

Railway policy

The main issues of railway policy are:
L e

: & the need for short term savings through improved productivity and

efficiency, less expensive investment, better planning, etc;
—— =7 A f

i i long term and politically contentious questions about network
——8

size, commuter fares, and structural changes such as regionalisation
— eee—

and privatisation.

—

CONFIDENTTAL
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e So far as the short term is concermned, it is likely to be common ground
that the Serpell and Goldstein Reports have identified matters which need to

—
be put right as soon as possible. It is not clear what s=avings can be

expected from these improvements. The Serpell majority report suggests that

they might amount to around £220 million a year and that, given these savings,

we might retain a railway of much the same size as now with no more in grant
————————— 2 g .
from the Government in real terms by 1986 than in the period between

1975-1980. Mr Goldstein is much more sceptical about the amount of savings

attainable. The best way forward would seem to be to ask the Secretary of

———— X A A
State for Transport to pursue these matters vigorously with the British

Railways Board. In order to provide impetus and discipline to this short
— ey

“term work, he might be invited to circulate as soon as possible an
S—— { . 3 :
action plan with time scales for the various items and an assessment of the

savings to which realistically they are likely to lead.

k, On the long term there are likely to be some differences of view, for

example:

s the Secretary of State for Transport is likely (see his minute
of 31 January) to want to shift attention away from questions of

network size to his ideas about regionalisation and privatisation;

11, the Chancellor of the Exchequer and the CPRS, while agreeing that

regionalisation and privatisation should be pursued, will want to keep

the fundamental issue of network size firmly in view;

iii. +the Secretaries of State for Scotland and Wales may wish to rule

out now some of the more radical options about network size on political
e i —y e —

grounde; some Ministers may feel similarly about the issue of commuter
e ﬁ
fares.

The main question is whether Ministers wish all the options for the longer

term to be examined with a view to possible action in the next Parliament;

or whether they want to place some limitation on the options to be considered,
)

2
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Public stance

He Depending on the discussion of the main policy issues, you will wish to

look again at what the Government's public stance should be during the

remainipg life of this Parliament. Mr Scholar's letter of 24 January

expressed the hope that Ministers would stand on the passage in the Secretary

of State for Transport's statement in the House on 20 January, ie:

"It would be quite wrong to respond with snap judgements or closed
minds to any of these ranges of options, whether they concern track and
signalling, rolling stock, network size or fare structure, or new

objectives for the Railways Board.".

The Secretary of State for Transport has in fact given a clear impression that

—

the most extreme options on network size are unlikely to be considered

seriously. On the assumption that work on the longer term issues is likely

to take a considerable time, the question is whether the Government should
rest for the remaining life of this Parliament on the holding statements
which have already been made, or whether these statements should be modified

in some way.

6. There is a particular problem about the expiry of Sir Peter Parker's

appointment on 11 September. As the Secretary of State for Transport has
- T a———

panted out, it would be desirable to give the new chairman strategic

objectives and some indication of the longer term levels of social subsidy

—
which the Government is prepared to put into supporting the railways. It

would however be difficult to do either without taking a view on the long

term policy issuegﬁaiscussed above. Is it therefore inevitable that the new

chairman will have to be recruited and appointed with a remit to take

vigorous steps to improve efficiency in the short term but on the understanding

that the longer term policy is under review?

CONFIDENTTAL
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Future work

i Assuming that there is agreement about the short term work on the

lines of paragraph 3 above, the main question will be the content of future

work on long term policy. In his minute of 4 February Mr Sparrow has argued

that this work should be guided by a Ministerial decision as to whether the

railway system should meet purely commercial objectives or should also meet

non-commercial objectives, and what these non-commercial objectives might

be.
s

8. As to the arrangements for future work, you have already decided, but not
yet indicated to your colleagues, that a Ministerial Group on railway policy
should be set up in the MISC series under the chairmanship of the Chancellor

of the Exchequer. It is likely that there will have to be an official

group to support the Ministerial Group. It will probably not be necessary

to discuss that at your meeting. The Secretary of State for Transport may

well wish any such group to be chaired by his Department, but the Treasury
may well see difficulties in that, and there may be a case for neutral
chairmanship. You will wish to ask Sir Robert Armstrong to make appropriate

arrangements in due course.

HANDLING

9. You will wish to invite the Secretary of State for Transport to open the

discussion and then invite contributions from the Chancellor of the Exchequer

and Mr Sparrow. The Secretaries of State for Scotland and Wales are likely

to have views to express,

CONCLUSIONS

10. You will wish to reach conclusions on the following points:

CONFIDENTTAL
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s 1 whether the Secretary of State for Transport should be asked to

circulate an action plan for the short term as soon as possible;

id, whether all the options for the long term in the Serpell and

Goldstein Reports and the Secretary of State for Transport'éTideas

about regionalisation and privatisation should be considered; or

e

————
whether some limitation should be placed on the options to be considered;

iii., whether the Government's public stance for the remaining life of

this Parliament should be to rest on the holding statements already made;

——

or whether these statements should be modified in some way;

iv. whether the recruitment and appointment of a mnew chairman should
e ——
be on the understanding that the longer term policy is under review;
F_“‘_
V. whether the future work by officials on the longer term should be
guided by purely commercial objectives, or by non-commercial objectives

which might be further defined by a Ministerial Group;

vi. whether the work should be carried forward by a Ministerial Group
under the Chancellor of the Exchequer on the lines you have already
approved, with appropriate support from an official group subject to

further advice from Sir Robert Armstrong in due course.

/.f 7
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P L GREGSON

18 February 1983
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POLICY UNIT
18 February 1983

‘ PRIME MINISTER

SERPELL AND THE FUTURE OF THE RAILWAYS

Short term; David Howell's minute correctly identifies the decisions

that have to be taken and the order of priorities for the next few

months. I follow the numbering of David's paragraphs:

s Y

8: At the meeting I think you might usefully take the

following approach:

a. Which targets are we going to choose for the

new Chairman? If we set targets for reduction

in government grant and for fares and manpower leggls,

pes————

then we do not need to set a target for network size.

Those targets will compel British Rail to adapt the

size of network that logically follows. This is much

Eﬁe most sené&ble way .

b. If we set new objectives for parts of the business -
eg freight - we must make sure that those objectives fit

ey

in with our overall targets. (a) comes before (b).

(s " We must he railways from the detailed scrutiny
S

of the DoT, which 1 far too many people watching and

wasting the tim théir opposite numbers in British

Rail. What n is to get the overall targets right.

d. We must watch the idea of "transitional costs" -
which can, all too easily, be a device for wasting large

sums of public money with no long-term benefit.

David Howell rightly says in paragraph 9 that the short-term task

force , the DoT, Treasury and others could get on with these questions
e

without prejud

Lung-term

David's public t ion on closures is just tolerable and worth holding

on to for ti noment. The "extreme" options are ruled out. We can

define

/The formulation




- The formulation - "we do not want to see substantial cuts in the

network" - is highly evasive and rather more dubious. Nobody wants
—— R ———

to see anything painful. I suggest we move away from this

formulation as far as we can and start saying things more like:

"We wish to run a good efficient rail service where there is a real

S—

demand for it, but , there is no justification for running empty
————————— i

trains at the expense of taxpayers who don't use them".

Ada (5)s Regionalisation may well be the way to bring back
effective managerial control, customer loyalty and
staff enthusiasm. But we nave to face the
potential conflict between sectoral management -
freight, inter-city = and regional management.
Serpell pointed out the dubious nature of the Inter-
City concept. After all,ayou separate Southern

Region, you can also easily separate off the Inter-

City lines into the old railway companies.
L T

The PTE concept does smarten up the service and so
ought to be encouraged, but we have to face the fact

that PTEs continue to lose money and that, London

apart, their social justification in terms of

relieving congestion is not always certain. If the

national Exchequer is to contribute, here too there

must be limits on grant.

High~quality alternate bus services are a must

for any real reform of the railways.

I think David's proposed public posture seems Sensiblg
as does his emphasis that railway reform will take a

good five years.

We suggest that David should have the approval he
seeks. The first report from the short-term task force
should be submitted to a similar meeting at the end of

March.

A

FERDINAND MOUNT




»

e

P Hanas ke f//ﬂ
e

Hip l%"b

Prime Minister

SERPELL AND THE FUTURE OF THE RAILWAYS

1. You have convened a meeting on 21 February to consider the
issues raised by the Serpell Report., These are complex in
substance, but also pregent_aifficulties in both presentation

and timing. This minute sets out my views on the matters with
—

which we now have to deal.
T™IMING

e One important constraint is that, as agreed when his
appointment was renewed, Sir Peter Parker steps down from the
chairmanship of the British Railways Bosrd (BRB) in September.
- P e
We must in good time before then find the right new Chairman;

— e

I am meking an intensive search and believe we shall also have

to use head-hunters. We must give the new Chairman a clear
brief,

3. Another constraint is that when we announce our plans for
the new Metropolitan Transport Authority (MTA) for London we
shall need to show how this fits in with our plans for the
future of British Rail,

PRESENTATION

L. The rail lobbies sought to create confusion and anxiety
before the publication of the Serpell Reports, and a good deal
of that has persisted. Some of this is bound to continue until
we can steady things with a new Chairman and a fresh s tatement

of policy. In my judgement, there is now a widening recognition
that a lot needs to be put right within BRB, and a widening

e —————




expectation that we shall move to radical changes in policy.

e e —————————————— S

A very healthy debate has been opened up. In it, the rail
lobbies will become more and more shrill, We shall have to
develop a strong and positive line,

I now turn to the issues of substance.

IMMEDIATE ACTION ON COST SAVING

—

6. I have made clear to Peter Parker that I look for prompt
action, The Board are themselves keen to make progress on the
;E;Engs they have identified. I g;_géeping the pressure on the
Board, through our financial instruments, and my statements in

the House., But the intolerable delays in bringing the

productivity and pay issues to a conclusion show that the way
will continue to be hard. And there is bound to be internal

conflict until a new Chairman is in the driving seat. So during
the interregnum we cannot look for rapid improvement and indeed
will have to make special efforts to maintain the momentum, I

hope we can agree that we must reinforce efforts in the direction
we want, by being ready to recognise such achievements as are
gained, without weakening the pressure for better performance.

THE NEXT FIVE YEARS

7. We shall need to settle with the new Chairman clear largets

———

for what he and the new team he will form are expected to achieve,
These must include:

a. targets on grant reduction, investment levels,

. —
unit costs and manpower;
— —-?




remedying the very clear weaknesses in

engineering, financial control and planning;

A— ——— = ——1

reforming the 1nduq+rlal rela+1orq machinery

which has shown that it is now an imdelnenf to

necessary changes;

working to the new policies that we shall set
on the longer term shape of the railway - I
come to this below,

Ba The sort of man we must have will rightly insist on a clear
statement from us of the framework within which he is supposed

to work,

are we going to modify the grant system?

are we going to set new objectives for parts

—

of the business?

p— —

when we get a management which has our full

confidence with a grip of the finances and

working fully to our objectives, will we move

to a different regime of control, so as to

free them from the very detailed menitoring

and scrutiny of individual decisions into which
my Department has been far too deeply drawn by
failings in BRB?

what will be the rules on financing transitional

M—

costs? e ——




g, I propose we commission work urgently on all this by my
Department, with the mg&gggry and the CPRS, so that we can take
deciggg;;, whatever views we take ab;;;_tq§_£99552_§§§g s hape
5§#€he railway. These issues should not present us with any
i,

acute conflicts of political objectives., Nor need they present
us with major problems of presentation.

10. Many other specific points in the reports will also need
to be followed up to get the framework clear, There are
important questions on parts of the BR freight business, and
also on the sort of conditions that will encourage private
investment in wagons and terminsals,

149. I now turn to the longer term issues,
NETWORK

12, The so-called "options" in the Serpell Reports, which have
had such attention, are not detailed proposals. They merely

present costs and revenues of different parts of the passenger

network. On the freight side they are particularly lgmited by

e e

" x SEm————— 2
the sparsity of the information furnished by BRB.

—
—

13, I have publicly ruled out the "extreme" options - shrinking
the railway to a few hundred miles OE_ZE; one hand and pouring in
billions on the other., But I have left the rest open. This is
certainly a very uncomfortable position for many of our supporters,
who will come under pressure to seek reassurance about the

future of individual lines. There is here an acutely difficult

problem of presentation., I have taken the following position:

a. we have always said we do not want to see substantial
cuts in the network;




if there is any change in that policy it will

be announced after full consultation;

the guarantee of individual services is that
none can be closed except through the statutory
procedure which involves a public inquiry and a
specific decision by me taking all the factors

into account, but

we cannot treat the whole network as sacrosanct

for ever and we must be ready to examine what

is the most cost effective way of meeting_today's
genuine transport needs., Serpell tells us what it
all. costs more clearly than hitherto and that must

be the starting point for better decisions;

I have not ruled out any but the extreme approaches

described above.

14. I suggest that for the present we hold to that,

5 We shall have to give a lot of thought to what our policy is

.

to be, I do not myself believe that there is a point at which

the Government decides and enunciates a great central view about

RO S ———— S

the size of the future network, To do so would be in conflict

I

with our justified scepticism about central plans of that kind.

Change should come about as railway operators respond to market
changes and local needs and shape the services they can offer to
customers' demands. To get this process moving I am sure we now
must look at the whole structure of BR, and decide how much
change we would be ready to see, and how quickly.




INNOVATION AND STRUCTURES

16, Change is beginning to be brought about within the railways

by their new introduction of "sector management" with identified

managers responsible for the bottom line results of particular
Eﬁsinesses. It is in its very early days., I agree with the
Eg;ggiiﬂabmmittee that this should be_ggshed further. We must
also anyway go for: D

a. 'privatising' branch lines, where possible or
specific operations;

much more contracting out by BRB to private enterprise;

fundamental changes in BREL, leading to privatising

e e e
of manufacture.

The last of these will meet intense hostility from the railway

unions, but we should be able to rely on strong and wide support.

——

17. But I believe we should now aim to go much further. Even
under the monolithic nationalised industry format a very

substantial re-shapi of the railways and a massive run-down in
manpower have in fact taken place., But strong lobbies have come
into being to defend and try to increase the very large subsidies
from the taxpayer whose continuance has become vital to many rail

Jobs. The political difficulties in securing change are now
piled on top of very great internal difficulties, So, despite the
new and welcome efforts by rail management to re-shape the
business, I think that now is the occasion to consider bigger
reforms including:




- into part 2.8+ the - t
breaking-up BRB into parts (e.g. the presen

Southern Region, Scotland, Wales and possibly
other divisions, or even a separate track

authority);

extending the PTE concept so there is more real

choice locally about paying for transport;

different mechanisms for securing high quality
bus services in place of rail servi£;é £hé% should
be closed;

as
other changes/may be suggested by the CPRS report
on State Monopolies.

18, My view is that there is strong public support for the
railway but not for BRB, We shall lose nothing if we start to

open up qiEEEgﬂEEEE:HEEEfggiiigiliizfeg_gggigg}h?hanges. These
ﬁﬁﬂﬁgffggé will also take a lot of work. We Jjust do not have

within Government enough information to reach conclusions on all of
these matters, and on some of them we shall have to have the
co-operation of the Railways Board - which will for the time

being present problems of handling and of confidentiality - and

for some we may well need to commission further studies - e.g. on
options for BREL, So we would need to continue to explain
publicly:

a, that we are preparing a brief for a new Chairman;
that we intend to formulate new policies for the

railway through the debate which the Serpell Committee
has opened up;




that we will be ready to consider the suggestions,

already coming to us, for changes in the way of
running the rallway and in deciding what to pay
for 1t. e ——

'--—_.—_-"-/

19. We should recognise that railway reform will constitute a
programme extending over at least one Parliament.
20, I therefore seek agreement that we should, through the

appropriate mechanisms:

(i) set in hand the work listed in paragraphs 7 and 8

which will be the basis for a brief for a new
Chairman, with the aim of getting a first report

four weeks from now.

Set in hand, for a longer time-scale, work on the
issues in paras 16 & 17 on the future structure
of BR and the railway industry.

Maintain the public position on the 'network' in
pRTE 1355

Decide later, and in the light of work as at (ii)
above, whether we wish to reach decisions on
long-term network size.

endorse the line in paragraph 18.




2le I am sending copies of this to Geoffrey Howe, George
Younger, Nicholas Edwards, Leon Brittan, Norman Tebbit and
to Sir Robert Armstrong and Mr Sparrow,

o

e

DAVID HOWELL

17 February 1983







Prime Minister

BRITISH RAIL ENGINEERING (BREL) - WORKSHOP CLOSURES

I amwriting to let you, and colleagues, know that British

Rail have decided that they should accelerate the announcement

of intended closure of 3 of their Engineering Works. The works

concerned are Horwich near Bolton (apart from the foundry and

i—

e
spring works), and Temple Mills, Stratford in East London, both
of which would close by the end of 1983; and Shildon, County

Durham, which would close during 1984,

—

The Railways Board had originally intended not to announce
the closures, which are necessary to eliminate substantial

over-capacity in the business, until April. They now feel that

it would be better to act now, because the unions are in any

case expecting an annSE;;;;;nt and delay might look like
vacillation; because the unions currently have a number of iscues
t;_gghdle, including McCarthy, the BT™H hotels sale, ngpell and
the 1983 Pay Round, and this item ;;Egt usefully be added to that
1£;¥, rathé;_ihan evoking a separate reaction; and because they
Judge that the present NUR leadership offers hope of handling
with less risk of disruptions than will a newly elected General

Secretary in a month or two's time.

The question of BREL will inevitably arise at a meeting next
Thursday of the Rail Council, which Sir Peter Parker chairs with
the leaders of all the rail unions, and the Board have decided
that they must make clear their intention then followed quickly
by a formal announcement if they are to avoid charges of bad
faith., The timing of this kind of decision - which is of course
one for BR - is always a difficulty for us. But it will at least




be apparent that an earlier announcement is not part of a

Serpell 'package' and arises from problems which have already

———

been in the pipeline for some while,

—— e o s T e i g

The need for closures is incontrovertible. It arises
primarily from the a;ag}nisation in the BR freight business,
which now needs far fewer wagons than formerly to carry its
traffic., Shildon and Temple Mills are wholly wagon or container
works, and the demand for their products is no longer there,

BR orders for new wagons at Shildon will cease ehtirely next

month, It is only the recent Congo order which will keep this

activity going for a short while longer. There will be
2000 redundancies at Shildon and 310 at Temple Mills. Any
residual ﬁgéon repair work will be undertaken elsewhere e.g.

at Doncaster or Wolverton,

At Horwich the workload had been mainly on passeﬁger vehicles

and has been linked in the past to overflow from other works.
That no longer applies, and such work as remains can be more
efficiently undertaken elsewhere, 1400 redundancies will be
needed at Horwich (300 jobs will remain in the foundry and

spring works).

The Railways Board judge that some kind of industrial action
may be inevitable as a reaction to these proposals, but they hope
that it will be confined mainly to the works concerned. They
think it unlikely that trouble will spread to the railway as a
whole,

They also intend to warn the unions that a further works
will need to close in due course, but that they have not yet
reached a decision on which, since this will depend on the nature
of the workload, at home and abroad, that they can obtain in the
next year or two., (The likely candidates are Swindon or Derby
Locomotive Works).




I am copying this minute to colleagues on E(NI) and to

Sir Robert Armstrong and Mr Sparrow,

.rf’”'fﬁﬁfﬂnj

DAVID HOWELL

15 February 1983







10 DOWNING STREET

From the Private Secretary 7 February, 1983

SERPELL AND THE FUTURE OF THE RAILWAYS

The Prime Minister was grateful for your Secretary of

State's minute of 31 January.

Mrs. Thatcher has decided to convene a discussion of
the issues raised by the Serpell Report, and we will be in touch

with you about the arrangements for this.

I am sending a copy of this letter to Margaret O'Mara
(HM Treasury), John Gieve (Chief Secretary's Office), Barnaby
Shaw (Department of Employment),Gerry Spence (CPRS) and Richard
Hatfield (Cabinet Office).

R. Bird, Esq.,

Department of Transport
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10 DOWNING STREET

From the Private Secretary

MR HATFIELD
CABINET OFFICE

SERPELL REPORT: FUTURE HANDLING

The Prime Minister was grateful for Sir Robert Armstrong's
minute (Ref:A083/0387) dated 3 February about the handling of the

issues raised by the Serpell Report.

The Prime Minister has decided that she would prefer the
first collective discussion of the report to take place in a smaller
group, on the lines of paragraph 5(ii) of your minute. - She would like
this to be followed by deliberation in a Ministerial group as in

paragraph 6 of your minute.
We will accordingly be arranging a meeting as soon as 1is

convenient. I would be grateful if, after that meeting, you would

set up the Ministerial group as you have proposed.

7 February, 1983




CONFIDENTIAL

Qa 06251

To: PRIME MINISTER
4 February 1983
From: JOHN SPARROW
_‘—#—-

Serpell and the Future of the Railways

i David Howell sent me a copy of his minute to you of 31 January.

2. I agree with much of what he says but would like to offer two

suggestions.

e,

e First, the short term action for getting cost savings and greater

efficiency should be started at once even if it is not possible to make

e
top level changes before the Autumn. With cost reductions possibly

amounting to some £200m. a year any delay is expensive.

k4, Secondly, on the longer term task we shall get into a muddle if

we do not structure our approach carefully. Ministers must reach a

clear idea of the overall objectives before they and officials become
enmeshed in considering the means of achieving them. The fundamental
question which Ministers must settle right at the outset is whether they

want a railway system designed to meet a purely commercial objective

which at its lowest would involve no net cost to taxpayer or ratepayer

(this may result in no railway at all!) or whether they want one
designed to meet other objectives., The answer to that question will

determine how any subsequent detailed work should be carried out.

De If the choice is for a commercial railway with no other policy
objectives, then officials could start detailed work on how and how
quickly to achieve it. Privatisation and/or regionalisation could be

ways of achieving this goal.

6. If, on the other hand, Ministers decide that they want a railway

system designed to meet other (i.e. non-commercial) objectives, then a

N — " y
totally different perspective is needed. Commercial objectives (other

than the need for highly ellicient management) become subordinate to the

i
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non-commercial objectives on which the continued existence of the
railway system will depend. This makes it imperative that the non-
commercial objectives are clearly thought out by Government, that
they are regularly reviewed thereafter, and that the system is run

at the lowest possible cost to the taxpayer. Apart from services
designed to meet the agreed non-commercial objectives, other services
would continue if - and only if - they contributed profit and so
reduced the overall cost to the taxpayer. The system would thus

consist of:

(a) services to meet defined and costed non-commercial

objectives;
(b) other services contributing profits.

T These points are addressed in the attached note, which sets out
the necessary decision-making process. It involves the creation of a
small Ministerial Steering Group supported by a small Official Group

assisted (at the appropriate time) by BR and consultants.

8. I am sending copies of this minute to David Howell, Geoffrey Howe,

and Sir Robert Armstrong.

1S -

2
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DESIGNING THE LONG-TERM SYSTEM

1l The sequence for tackling the question of the long term size
and shape of the railway system, following a Ministerial decision
against a railway system designed to meet a purely commercial

objective, should be as set out below:

(i) Ministers determine their non-commercial objectives.

These might include -

(a) avoiding congestion on roads, and in city centres;

(b) maintaining geographical links, with particular

reference to the isolation of rural communities;
(c¢) keeping freight (either generally or of specific
types) off the roads.
(ii) Ministers express a view on features of non-commercial
service such as -

(a) whether peak-time-only operations are acceptable on

particular services;

(b) whether minimum service frequencies should be set;
(c) whether fare levels should, in real terms, be changed
or maintained.

Ministers indicate any broad constraints, e.g. -

(a) overall net cost (perhaps in terms of share of GDP)
(b) for any given service, the point of unacceptability

in terms of minimum traffic levels and/or maximum cost.

(iv) Ministers set criteria for considering alternatives, such

as 'buses, minibuses, and novel uses of rail routes - including

concreting (but not at this stage settling operating responsibility).

1
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2 These four stages should be completed during the summer. The
following four stages (which might take about twelve months) would
require input from BR and from consultants and therefore probably
could not be undertaken until the new management team at BR is in

place in the Autumn:

(v) Guided by the decisions at (i) to (iv) above, officials
prepare a series of costed options (not forgetting the costs of
moving from the present system to the new one). The costs would
be net of contributions received from any profitable operations

on the system.

(vi) Ministers eliminate some options by further refining the

guidance.

(vii) Officials carry out more detailed costings of the refined
options, incorporating any additional factors not previously
gspecified but which would help to reduce the cost of the system

to the taxpayer or ratepayer. At this stage officials also

develop alternative means of achieving those options (e.g.

Passenger Transport Authorities, regionalisation, privatisation).

(viii) Ministers make final decision on the system, the means of

achieving it and how it should be run.

Fe The whole process should result in a clear rationale for the
system, for the extent of BR's role in operating it and for the size
of the publie resources to be devoted to it from central or local
Government grant. At that point guidance could be given the new BR
management about its objectives and the constraints in which it had to
operate. This would need to be coupled with instructions to run the
business as efficiently as possible together with mechanisms to
encourage the Board so to do. Current procedures for rail closures

would need to be relaxed.

2
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Treasury Chambers, Parliament Street, SWIP 3AG

O1-233 3000

PRIME MINISTER

SERPELL

I have seen David Howell's minute of 31 January and

———

agree that we must use the opportunity of Serpell to

follow up the structural possibilities he mentions ,

. ————— . .
keeping the fundamental question of network size

clearly in view, though it may be for decision in the

longer term.

Al But the immediate priority must be to use the

material provided by Serpell to get to grips with

———

the cost and management problems of the railways.

Serpell provides a basis for tackling the deep-rooted

problems of BR's finances; and they have to be tackled

however the railways dévelop in future. And if the
-—H

impetus of Serpell is not to be lost, we must make a

start now.

3a I therefore think it would be useful if we could

discuss David's minute with colleagues, so that we can

give the clearest possible steer to officials about

—

the further work now to be done.

4. I am copying this letter to David Howell,

Sir Robert Armstrong and John Sparrow.

4%

GEOFFREY HOWE
4 February 1983
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Serpell Report: Future Handling

cretary of State for Transport minuted you on

y with his views on the Sezpell Report and proposals

for further work and action on railway questions.

2. The main points in his minute are:

(i)

the issues raised in the Report about network size

=

are not the only radical issues which need to be

addressed; restructuring on a regional basis and
privatisation should also be pursued;

there is a need to start preparing for the succession
to Sir Peter Parker in September; in particular the

new chairman will need a clear statement of objectives;

for the next few months there should be a holding

operation during which short term improvements are

pressed ahead and there is reassurance that there will
be no snap decisions on network size;
he would like to put proposals for collective discussion

on the future strategy of BR, the brief for the hew
chairman, intermediate issues of cost saving and
improved efficiency and the longer term approach to

network size.

5. 1 am sure that an early collective discussion of the issues

raised by the Serpell Report would be desirable. At the very least

the Government needs to tackle two problems:

(a)

To define and establish a durable holding position
on railway policy for the remaining life of this
Parliament, with minimum restrictions on freedom of

action thereafter.

s
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To set in hand a programme of work which ensures

both that all matters requiring attention in the short

term are dealt with vigorously and that Ministers are

“better equipped to take major strgzggic decisions
about the future of the railways early in the life
of the next Parliament.
The paper covering the matters envisaged by the Secretary of State
for Transport should be a useful step forward, so long as it

concentrates on the broad strategic issues and avoids getting into

detail at this stage about precisely how BR might be reorganised

or precisely what should be said to the new chairman.

4. The discussion will inevitably touch on some very difficult
issues. The Secretary of State for Scotland has already made his
views clear about the size of the network and these are likely to
be shared by the Secretary of State for Wales. Treasury Ministers

- - ﬁ- - -
will be keen to keep open the options for radical decisions about

network size in the longer term. They will also no doubt be
anxious that the Secretary of State for Transport's new ideas
about reorganisation and privatisation are not allowed to distract
attention from the main issues. They will probably agree that
these ideas should be examined but may point out that they are
unlikely to provide a solution to the main difficulty that a

large part of the railway network can continue in existence only

with very large subsidies from the taxpayer.

5. We had provisionally planned to take the Serpell Report at E

later this month. If you would prefer a smaller group, there are

TWO maln options:

AT G E(NI), ie Chancellor of the Exchequer, Scotland,
Industry, Transport, Chief Secretary, Energy,
Employment, Trade and Environment with the addition
of Wales.

(ii) An ad hoc group confined to the essential Ministers,
ie Scotland, Wales, Transport, Chief Secretary and
Employment, with the addition of either the
Chancellor of the Exchequer or the Secretary of State
for Industry depending on who might have to chair
any follow-up group.

O{OWM@ (. owvaps
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6. Depending on how the meeting goes, you may wish to set up a

Ministerial Group to work out in more detail the broad approach

favoured by the meeting with a view to reporting back to some wider

forum at a later stage (for example if it is thought desirable to
issue some policy statement). My suggestions for such a Group
would be:

Chairman: Chancellor of the Exchequer or Secretary of
State for Industry

Members: Secretary of State for Scotland
Secretary of State for Wales
Secretary of State for Transport
Chief Secretary, Treasury
Secretary of State for Employment

In addition it would probably be desirable to add to the Group the

Secretary of State for the Environment because of his general
————

concern with the English regions, and a Minister who would make a
contribution on the broad political issues such as the Lord

President or the Chancellor of the Duchy of Lancaster.

Robert Armstrong

3rd February 1983

CONFIDENTIAL
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3. Both reports show:
- major deficiencies in systems for management information and
control.
large scope for increases in efficiency.
no major backlog in renewals was demonstrated to the
Committee's satisfaction.

that the case for a high investment railway was not sustained.

2 The Committee did not find that increased support was needed

given some help with transitional costs to achieve savings.

2 We will study Committee's ideas and suggestions carefully, in
consultation with BR's Chairman. Expect and hope for full public
debate on longer term, and action on short term measures to improve

financial results. We will make no snap judgments,

4, Future lies largely in BR's own hands. If suggested improvements
are forthcoming, future will be bright: better, more efficient
railway services, which will give travellers a more efficient railway

and taxpayers better value for money.

Ol Levels of support will have to be decided in light of Committee's
reports and reactions to them. But Committee make clear that there is
considerable scope for improving value for money in railways. We will
be willing to consider proposals from Board for transitional financial

assistance.

3 February 1983




3 February 1983

MR SCHQ@
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SERPELL REPORT: FUTURE HANDLING

I am dubious about the arrangement which Robert Armstrong proposes

for future work.

David Howell rightly proposes to put a paper to E, explaining what
he intends to do over the next few months. If this follows his
minute of 31 January, I think it will be on roughly the right

lines.

If E approves this paper, the best thing is surely for David to go
away and pursue his plan, undertaking to report progress to E in,

say, 2 months' time.

This seems to me better than setting up a small Ministerial group

now:

(a) Because a group, however small, would have to contain the
geographical Ministers who might be reluctant to contemplate

even the beginnings of radical change.

Because there is a great deal of work to be done before even
the broad outlines of a new policy could be put to Ministers

for discussion.
If the Prime Minister feels a small group would be necessary to

evaluate David's plans when they are in a more finished state,

she could set one up later.

FERDINAND MOUNT




PRIME MINISTER

SERPELL DEBATE

The Opposition's Motion is:

"That this House opposes massive rail network cuts
and commuter fare increases and condemns the Government
for its failure to reject outright the Serpell Report."

Mr. Howell wanted the Government amendment to delete .''and

condemns the Serpell Report" and to insert:

"but calls for positive attitudes to railway improvement
and reform, welcomes the opportunities, following the
Serpell Report, to pursue a better deal for both the
rail customer and the taxpayer, to cut costs and raise
efficiency and to establish a clear direction for the

railway's future".

I told his office that, although I could not consult you,
because you were engaged with President Mubarak, I felt sure
that you would not wish "opposes massive rail network cuts
and commuter fare increases'" to be left in; nor would '"but
calls for positive attitudes to railway improvement and

reform'" commend itself to you.

After discussion with Mr. Howell, he has agreed that the amend-
ment should be to delete everything after "House'" and to

insert:

welcomes the opportunities, following the Serpell
Report, to achieve a better deal for both the rail customer
and the taxpayer, to cut costs, raise efficiency, and
establish a clear direction for the railway's future,
both for those who work within and for those it

serves."

L';NM MLS

2 February 1983
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SERPELL AND THE FUTURE OF THE RAILWAYS

1. Your Private Secretary's letter of 24 January said you would
like to have my considered views on the Serpell Review and my
proposals for further work and action on railway questions,

The Serpell Reports

2. It is a pity that the Committee could not produce an agreed
Report. This has obviously weakened the impact of what they say
and the Reports have not delivered a clear message to public
opinion against the intensive mis-information from the railway
lobbies, But it will come to be seen that the Committee has
thrown a searchlight on to many aspects of the railways which

were previously hidden from public view, has greatly reinforced
and quantified concern about sloppy _cost control, high engineering
costs and management failures and has sharply questioned the rail
lobbies' constant assertions that large and immediate additional
injections of public money are needed to stop the system crumbling,

2 What the Committee says about where all the money goes in
supporting the railway has been used to arouse anxiety about the
future of the network and about our intentions., In fasct the
network options put forward by the Committee are not detailed
plans and do not provide in themselves a basis for decisions on
the ultimate shape of the railway. If they are right, they point
to the reductions in system size that would be needed to reduce
the long term burden of the 'social' railway on the taxpayer, I
do not suggest that we should now take a decision about the long
term size of the network since that ought to follow from other
changes (including possible greater de-centralisation of railway
control - see below) and from changes in the railway's performance.
But issues hitherto closed have now been opened up for debate -
for instance that regular guaranteed bus services could provide
better local transport at lower public cost.

1AL




L, However I do not think that the only radical issues on which
we should concentrate are ones about the network size. The
Committee have assumed that we shall continue with the single
monolithic nationalised industry running the railway which we
have inherited from post-war years. This need not be so. A far
greater market and customer orientation could come from

encouraging a different pattern to emerge.

o For example, in the last year BR has at last begun to organise
its main businesses on separate and more manageable lines, I

believe this could go much further and that we should give serious

consideration, for example, to separating off at least the

Southern Region. Other regional systems might also be run better
S

on a more local basis, with a greater locdl say in deciding, and

paying for, uneconomic passenger services,

The prospects for moving to the private sector a large range

of related railway activities, from track maintenance to carriage

cleaning and station catering, and in general for dismantling
the excessive central overheads of the system should now be
vigorously pursued. So should the opportunities for outright
transfer of some branch lines to private firms (one or two
promising schemes have come forward), as well as the potential
for contracts between BR and private sector and local interests
for the operation of services, Conversion of some tracks for

road vehicles is also possible,

We also need to ensure that any changes of this kind dovetail
with our proposal for a Metropolitan Transport Authority which
will have to do business with the variety of different rail and
bus companies which would be operating in the Greater London area.

6. I hope it will be agreed that this strand of thinking should
be prominent in our work and that we should start to introduce it
into debate, I have already commissioned work on these idesas

within my Department, Controversial legislation will be involved

¥
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and we must recognise that we are setting out on a programme
change which could stretch many years ahead, But we need to

move promptly to start the process of change going.

e Sir Peter Parker's appointment expires on 11 September, We
have now to prepare the brief for his successor and find and
appoint the right man to take over, Bigger changes in the Board
may then be needed in consultation with the Chairman to get

reform going.

8 In the light of the above, the brief for the new Chairman
should cover:

(i) our strategic objectives and requirements as to

the way we want the railways to develop.

An indication of the long term levels of social
subsidy we are prepared to put into supporting
the railways,

Our requirement to see the immediate cost problems
of the railways and the persisting restrictive
practices tackled with a renewed vigour - including
the very tricky problem of reducing and, if

possible, privatising the equipment building
subsidiary.

Clarity in the terms on which the railway
authorities and my Department will work together
in the future,

Handling

9. For the next few months I shall need to keep the outgoing
team intact and maintain the enthusiasm of some of the very




considerable talent inside BR, and of the workforce, for the

big changes ahead, BR's finances are obviously poor and the
zzfunderlying cost trends are still unsatisfactory. But they
57 have taken short term action to stabilise the position and
7 they will be within their EFL this year.

Meanwhile the railways will have to be kept running and
improvements with appeal to the customer pushed ahead (such as
less awful commuter stations); pay and other current industrial
relations matters will have to be handled., Reassurances that
we are planning no snap decisions on network size will have to
be repeated to meet strong politicel sensitivities in some areas.
I intend in the debate later this week to combine my strong
criticisms of BR as it stands, and my clear indication that we
intend to act radically in relation to the railways, with

reassurance on these aspects.

Next Steps

10. Once this week's debate is out of the way I would like to
bring forward proposals, for collective discussion, on;

(a) The future structure of BR and how to get from here
to there,

(b) The brief for the new Chairman,

(c) Intermediate issues, including the vigorous pursuit
of cost savings and inefficiencies as highlighted by
Serpell,

Our long term approach to the size of the network,

closures and alternatives,




14. I am sending copies of this to Sir Geoffrey Howe,

Robert Armstrong and Mr Sparrow,

DAVID HOWELL

24 January, 1983







10 DOWNING STREET

From the Private Secretary 24 January 1983

SERPELL Report

As I mentioned to you on the telephone this morning, the
Prime Minister hopes that your Secretary of State will, when
he is ready, let her have his considered views on the SERPELL
Report, and his proposals for future action. The Prime Minister
would then wish to consider how best to carry forward discussion
within the Government on the way forward.

The Prime Minister is also anxious to combat the impression
which has been given wide currency in the media that the Government
has ruled out any particular options, whether they be substantial

closures, or relate to track and signalling, fare structure
or other issues. She hopes that Ministers will stand on the

passage in your Secretary of State's submission to the House
on Thursday as follows:

"It would be quite wrong to respond with snap judgements
or closed minds to any of these ranges of options, whether
they concern track and signalling, rolling stock, network

size or fare structure, or new objectives for the Railways
Board."

I am sending a copy of this letter to Margaret O'Mara
(H.M. Treasury), John Gieve (Chief Secretary's Office), Muir
Russell (Scottish Office), Adam Peat (Welsh Office) and Richard
Hatfield (Cabinet Office).

Richard Bird, Esq.,
Department of Transport.




PRIME MINISTER

SERPELL

We have got off to a bad start on SERPELL. Please see

Willie Rickett's note a%tached.

e 1
I am afraid that the only way of recovering the ground lost will
be at your Questions next week, You could say that‘our pélicy to
date H;ET-;;EEEET-EEEE-?:-;;:ntain the status quo, but we now had
the SERPELL Report, which provided the material for informed

consideration of the long term issues, and that the'Government

would be undertaking such considerations with an open mind.

[ —

No options would be ruled out in advance.

[ —

After yesterday's statement this will be an uncomfortable

position to hold. —

On the substance of the matter, I think the Department of

Transport needs to be flushed out. They have already had a
=

clear preliminary steer from you in the letter I sent recording

your views on the draft statement. Should they be invited now,

within a week or so, to let you have their proposals on future
action on SERPELL? You could then consider how you wished to handle

the matter.

I have told the Department of Transport that in making any
further comment on SERPELL over the weekend, they should stand on
the passage in Mr. Howell's statement as follows:-

l
"It would be gquite wrong to respond with snap judgements or
closed minds to any of these ranges of options, whether they

concern track and signalling, rolling stock, network size

l or fare structure, or new objectives for the Railways Board."

and make no further assertions to the effect that there would be

no major closures.
21 January, 1983. MAA




MR. SCH9LAR

PRIME MINISTER

STATEMENT ON THE SERPELL REPORT

You will probably want to read the attached Hansard extract

which reports this statement and the subsequent questions.

S ——

You will see almost all the questioners asked Mr. Howell to

repudiate either the whole report, or parts of it.

Predictably, the Secretary of State was asked for assurances
that there would be no major closures. Mr. Howell gave much
the same reply each time he was asked this question and the

following is an example:

"I have made it clear that the Government do not

want to see a substantial number of closures. =E
L i ]

;herg were to be a qhgngg_in that policy, it would

be after informedtﬁebatg. That &gbafgrwill be

’W
more informed as a result of this report, and any

decision will be debated in the House and declared

before the House."

If Mr. Howell was trying to get across the fact that the

Government's policy would not be changed until after the
. ]

report had been carefully considered, and that any change

would be reported to the House, he did not succeed. As
e ]

you know, he has been widely reported as having ruled out

substantial closures. It was the sentence: "it is not

=g
the Government's wish to see substantial closures in the

network" that was picked up, and not the subsequent caveat

that "if, as a result of a long-term review, a different
policy were necessary, the House would be informed'. One
reason for this may have been that Mr. Howell said in reply

to Hector Monro that he "believed that the extreme options

are not acceptable ..... they are not part of the area where

we must apply our minds seriously to the future of the railway

system'",

/The other main




The other main criticisms made by the Opposition were:

(a)

that the report proposed large fare increases, and

in particular a fare increase of about 40 per cent 1k deawk

for London and the South East; : 3 ML)

that the report suggested that the safety standards of
British Rail are too high, and that savings can be

— ot iy
made by curtailing track and equipment maintenance

at present considered essential by the Board§

that the report acknowledged that acceptance of its

options would lead to congestion on the railways;

that it was quite improper to appoint Travers Morgan
and Peat, Marwick, Mitchell & Co. as consultants, and to
pay them more than £500,000, when Mr. Goldstein and

Mr. Butler had an interest in these companies;

that the report's recommendations would destroy British

Rail Engineering Ltd. and that it would be foolish to

allow British Railﬂ?b buy steel from abroad rather

than from BSC; and

that the report did not even consider British Rail's
proposed investment programme, that it showed anti-
rail bias, and that it would simply delay crucial

decisions on the investment needed in British Rail.

(M

21 January 1983




avs (Serpell Report)

houl British Railways (Serpell Report)

3.51 pm

The Secretary of State for Transport (Mr. David
Howell): With permission, Mr. Speaker, I will make a
statemnent on 1 ell committee on railway finances.

I am publizt f i1 reports to me and copies
are now avatl ¢. The committee was
appointed on fter the British Railways
Board had m As the House knows, the
committee wis chalred by Sis vid Serpell, who has held
many g membership of the
Railways 0ul, for 2 number of years. The members
were Mr nd member of the board of the Rank
Organisat: . Lutler, a partner in Peat Marwick
Mitchell «id _and Mr. Goldstein, a leading transport
consultant ¢! cngineer. Their work was delivered to me
immediately before Christmas, as I informed the House on
23 December, and copies were sent forthwith to Sir Peter
Parker. There is a majority report by Sir David Serpell,
Mr. Bond and Mr. Butler and a minority report by Mr.
Goldstein.

The committee was asked to examine and report on the
shorter-term financial prospects of the railway and on the
options for many years ahead. The majority document
fully reflects this. The minority document by Mr.
Goldstein gives more attention specifically to the longer
term, and places a different emphasis on certain aspects.

The Government are grateful to the committee for its
hard work and speedy efforts. The reports explore the
broadest range of issues about our railways of any inquiry
cince nationalisation. I should particularly like to take this
occasion to pay tribute to Sir David Serpell, who has
discharged a most difficult task with great ability and
integrity.

The railway serves many customers and communities,
but it also requires major support from public funds, which
this year will exceed £900 million. There has been
growing concern about the state of the railways, their cost
and their future. These reports now give us a basis for
decisions and for action.

The commirtee does not support the view that yet larger
injections of public funds are needed to preclude extensive
closures, or that large parts of the system are at risk from
lack of maintnance with present levels of support. No
major backlog of renewals was demonstrated to the
committee’s satisfaction. Nor did the committee accept the
case for what it called “a high investment option”,
although it recognised the need for some changes in
existing investment priorities and for possible increase
investment in the late 1980s. Nor do the reports
recommend huge rises in commuter fares, as some wild
speculation has suggested. The best way 1o keep fares
down is by cutting costs; the reports point to large scope
for that. Nor do they suggest that safety should or would
be prejudiced.

he committee has given close attention to the

opportunities for considerable improvements in effici

: A i
pUCE WCes, 1A 12

1€ CICTCY
and the reduction of costs over the neXi Ove yoars, it Ik
drawn attention to particular areas where present
shortcomings need to be remedied.
I welcome the efforts by Sir Peter Parker and his board

1 T T = -
. IMprove meir Ik [0 TOQULC

¢osts and to get rid of restrictive practices. The reports now
published point to further large scope for improvements in
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efficiency. I have made it clear to the British Rail
chairman that I regard these improvements as the top

riority for action flowing from the committee’s reporis,
and I remain confident that they can be achieved. Vigorous
and immediate action by the board will have my full
support. '

The committee has not made recommendations about
closures or the longer-term shape of the railways, but it has
set out broad illustrative options for consideration. It
would be quite wrong to respond with snap judgements or
closed minds to any of these ranges of options, whether
they concern track and signalling, rolling stock, network
size or fare structure, or new objectives for the railways
board. The committee makes it clear that more work
would be needed to be done to translate any of these
illestrations into policy options. Indeed, it would be
foolish to come to settled conclusions on any one of these
questions in isolation. Other questions—such as the
relationship between road and rail services and subsidies
for public transport generally, the introduction of private
capital and the relationship between British Rail and the
private sector—also remain to be determined.

The public have the right to know more clearly what
value for money they are getting f{rom their railway
services and how funds for public transport can best be
used. We now have the opportunity for informed
discussion about the sort of railway that we want and are
prepared to pay for. It is on this basis that the Government
now propose to reach lasting decisions that will be in the
best interests of the nation.

Mr. Albert Booth (Barrow-in-Furness): Does the
Secretary of State realise that most of those who have
studied the network options A and B in the report, for a
so-called commercial railway, have been absolutely
appalled to find that an 84 per cent. cut in our railway
network is involved and, if implemented, would leave no
lines_ operating in_Scotland north of Edinburgh “or
Glasgow, no eastern main line beyond Newcastle, no lines
in Wales beyond Cardiff and no lines whatsoever in the
west country? The Secretary of State said that the
committee did not accept the case for a high investment
option, but will he concede that the committee did not
even examine the proposals for main line electrification?
It did not consider British Rail's proposed investmeiit
programme. Does that not show the most horrendous anti-
rail bias on the part of the committee?

When the Secretary of State said that the report did
propose fare increases, [ wondered whether he had read the
chapter that refers to an option for substantial
increases in fares in London and the south-gast. Has he
looked at the amount that the report suggests might be
saved? The figure is about £55 miliion. which implies an
increase in fares of about 40 per cent. The report suggests
‘h;xt aq 1 H .y * ~ ™

LT A
WhIC 18 ¢

[ its options wWo ad 10 ¢o
intended for the running of a modern railway service
Chapter 6, which refers to the writings of Travers
. . - e A N et thar e U a ey
viorgail, (4 s a Clg umplicauon that of 54

a I 3 1¢ track and equipment
maintenance that is currently considered essential for the
high standard and safety of British Rail. Is that not

aFit]?

I have serious doubts about the propriety _ :
more than £500,000 to consultants in which members ol
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iirect financial ".'.1:(::-:' Th‘s rep:m

financial criterion Lhdt bears no
used by any other national railway
is waste time and delay critical
» be taken to maintain our railway
hould be totally rejected.

B 1thay
Lile

right hon. Gentleman, in his
indignan: condemnation of a substantial report—I do not
believe that he can possibly have studied it fully and
thoro over] ' fact that it was the British
Rai 5 Woend that eagerly sought this review and
up of the committee. Now that the
co : hns come 1o several conclusions that the right
103, — 3t eman does not immediately accept, it would be
SC1SiL ¢ were to examine and evaluate them rather
than juz:o up and condemn the whole thing out of hand.
The zight/hon. Gentleman mentioned the question of
the network options. I have already said that they are
illustrations. Neither I nor the Government w1<ﬁ‘t})—_s__§e
s-ﬁBFsm,:u, il closures, i red, it woul {.
be after a_long and informec That Temams our
7 i i

-T__}_ls_r;{:__lg_a Statutory proc: C.i_m. for do‘-ures which is
endorsed and reinforced in this report. 1he right hon.
Gentleman does himself no justice by shutting his mind to
any consideration of the value for money to be obtained
from different sizes for the rail network.

The question of electrification investment depends
upon the ability of British Rail to bring forward proposals
on how it can put its inter-city business into profit. I
believe that it is intending to bring forward those proposals
quite soon. I look forward to receiving them.

The right hon. Gentleman talks about anti-rail bias.
When the committee was set up, its chairmanship and the
committee members were welcomed by British Rail. That
undermines what he has said on that matter. This report

weiconed the chilng

debate.

does not confirm the speculation, which was given a good

TAW “JO<1110'1 Members, of a ¢ +U er cent, increase in
ares. In looking at the “Structure of f fares, it is
ry to examine the suggestions on the size of the
discount. There is no me tion of 40 per cent. in the report.
Noris there any sugg stion that safety would be
prejudiced.” ' ;
%5 to the appointment of the consultants, I and my
Department chose Mr. Goldstein and Mr. Butler and their
consultant firms in line with proper procedures.
Travers Morgan has made studies of
throughout the world, including British Rail.
substantial and reputable firm. For the right hon.
Gentleman, because he does not like the immediate
conclusions and because they d confirm his
prejudices, to &y to un f
consultants to the con
reaction. I hope that he will give
approach to a very full and substantial r

railways
It is a very

more open-

eport,

_Bntush R as said_that the reports are
»pointment to it. In its view, the committee has
ected lls ]T‘Jbllh) to agree on unp:)rta'" 15>L..5 Bm h

t! orm

15. D 135 sald that
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the report mixes procedural matters with pr
little attention is paid to the need to maint:
behind the current initiatives.

Can the Secretary of State confirm that
British Rail has said? if so, how can he sugg

is regarded

est that thi
by those currently rESpr"I‘i"\lc for runi
British Rail as making any sensible contribution «
important debate that should be
maintaining and sustaining the railway system

Mr. Howell:

taking

British Rail has indicated

sees constructive aspects in this report an

build upon them. It is true that it has
disappointment. There are criticisms in both the majori
and minority reports. British Rail has a perfect right
challenge and to meet those criticisms. I do not thi

there is any indication that British Rail is taki

minded approach of the right hon. G-"mh;r:. in a1

its mind to the challenges in these reports. This repor
shows that there are ‘substantial’ opno.{"1-"-,;.~ for cost
savings, thereby building on the spirited efforts that Sir
Peter Parker and the board have made in trying tc
overcome some of the absurd restrictive practices and poor
customer service in the industry. British Rail is ready tc
take those opportunities, obtain the cost savings and run
a high quality modern railway on the basis set out in the
report.

Sir David Price (Eastleigh): Is my right hon. Friend
aware that the snapshot judgment he condemns become:
inevitable if a report"gets-ditbbled and leaked to the pres
and the media in the way that this report has been? Is m:
right hon. Friend aware that many of us on the Transport
Select Committee were the last people to receive the
report, although it was being discussed throughout the
media? Does he accept that the main conclusion of the
report_is along the lines that the commitiee thinks that
British Rail can improve its efficiency and reduce costs
while keeping the railway

“at broadly its present size.”
Is he aware 1.1.:! p"u»TLa]]" none of the leaks suggested
that?

j M, Howell:

ey

My right hon. Friend is entirely right

{ That is the most important conclusion. I deplore the gt

§ deal of speculation., As soon as I received the man

I reported that fact to the House. The printer
have been working on producing a report of 20
maps and many diagrams since that time so that
Members might have copies of the report and
supporting material.

In the meantime, it is true to say that th
certain amount of highly selective speculation-
be dcploreu—ﬂ,rc;uumﬁ putting out “facts” that we
facts at ail and giving a totally false perspective. I\uu
the entire report and suoporaing documents are il
it will be wise and prudent for those whc
the future of 2 modern railway to stu
in this report and to look at it in a bala
way.

Mr. Gordon A. T. Ba;

2 ( t

in line with the Beeching report in as much a
tremendous alarm throughout the transport ind
ke give an und{.ru}.mg, either now or 1:1 deb “*. Uul

111 4
laroe part of this report will be consien

Wil he concede that the six options as
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(shoue railway that will remain will mean that in the
northern region nothing can travel east to west on British
Rail north of Leeds and south of Edinburgh? All six
options in the report suggest a direct distinction and
separation between east and west.

Will the right hon, Gentleman also take this opportunity
to say that he does not accept the recommendations that

are designed to destroy British Rail Engineering Ltd? i
Some of us have had a very short time to look at this |

report. Will the right hon. Gentleman confirm that British
Rail’s policy is to buy British, so that the purchase of 100
per cent. of rails from the British Steel Corporation will
continue? That is criticised in the report. Will he turn that
down at once? Does he accept that many of us believe that
this report reads more like Hans Christian Andersen? It is
not a serious repoit. Will he consign it to the dustbin?

Mr. Howell: 1 do not think there is any comparison
between this report and the work of Dr. Beeching. The
report covers a wider area. It is concerned with the cost
and structure of the railway. The report also puts forward
a number of illustrative options of what the public is
getting in the way of value for money in transport services
in the railway system. I do not think that it compares with
the Beeching report at all. The hon. Member said “Put it
in the dustbin”. One of his hon. Friends yesterday said
“Burn it.” That does no credit to the hon. Gentleman.
When he studies the report, he will see that it contains
information and illustrations that are of importance and
value. Let them be tested against the views of British Rail.
As a railway man, the hon. Gentleman will see that there
is information of considerable value for building a better
future for the railways.

The future structure of British Rail Engineering Ltd is
considered in the report. The aim of the reportis to identify
ways in which the capacity of British Rail Engineering
Ltd. to build railway equipment can be preserved and
made competitive. It looks at the different relationships
that might be developed between BREL and British Rail
to achieve that aim. If the right hon. Gentleman and his
hon. Friends are really interested in the future of British
Rail's engineering capacity and in the competitive supply
of equipment, both at home and abroad, I should have
thought that they would be interested in these opportunities
and would support discussions to see how they could help
BREL.

I very much hope that British is best, that British
equipment wiil be competitive and will be supplied to our
railway system. That is what we all want 10 sce. The best
way of achieving that is to ensure that BREL has a proper
structure and is highly competitive. The report puts
forward a number of options on how that might be
achieved.

Mr. Stephen Ross (Isle of Wight): Does the right hon.
Gentleman agree that the report contains no comj 1SONs
with other countries and is short on recognition of safety
standards and on replacement and Lransition cosis. Does
he also agree thal scrpesi scedils sume | e |
recession will continue ad infinitam? I agree that a cebate
will have to take place on this detailed report, but will the
Secretary of State ease the purse strings of British Rail so
replacement rolling stock? Will he also look at map C2 and
say who will take the train to Crianlarich?

261

20 JANUARY 1983

British Railways (Serpell Report)

Mr. Howell: As I told the House yesterday, the £960
million external financing limit for 1983-84 allows for an
increase in British Rail's investment projects. A number
of projects are in the pipeline, including some for new
forms of rolling stock.

The Government have always said that they look with
sympathy at the financing of transitional costs to meet the
probiems of adapting a great service and industry to future
needs, That has b scted not merely in words but in
action and money as well during the last two years when
transitional costs have besn met.

It is true that the report looks at our system and needs
and does not go too far into international comparisons.
Those can vary from countries that run their systems at a §
huge loss to others that are desperately trying to cut the ’
loss and to those that run relatively economic systems. We
must choose what is best for us, what we can afford and
how we can best achieve it. The report helps us along that
road.

Dr. Brian Mawhinney Peterborough): Has my right
hon. Friend noticed that, despite the fact that he told the
committee that it need not concern itself with
electrification, it has commented negatively on the
prospect of main line electrification, particularly the east
coast main line, in paragraph 8.14? I accept that British
Rail must recover from the disastrous strikes of last year,
cut its costs and become more efficient, but does my right
hon. Friend accept that if he were influenced by that
paragraph his decision would be viewed with disquiet by
a number of his hon. Friends?

Mr. Howell: That paragraph shows that decisions
about electrification, iricluding the immediate proposition
for east coast main line electrification, turns on the board’s
capacity to put its inter-city business into profit. The board
will bring those figures forward shortly and I look forward
to receiving them. It is on that basis—this is in no way
altered by the Serpell repori—that we shall reach decisions ;
on the worthwhileness and timing of finther electrification |
projects. ]

The report looks back a long way and looks forward a
long way. It requires a more sober and balanced reaction
than we had from the right hon. Member for Barrow-in-
Furness (Mr. Booth) this afternoon.

Mr. Les Huckfield (Nunsaton): Does the right hon.
Gentleman accept that the conclusions in the report are far
worse than anything ended by Dr. Beeching,
because at least even ng recommended that there
ought to be a basic ril ? Does he also accept that

the repoxt that,
arts of U countn.will_ now
the Conservative party they
ces in the Ther

Even if the rient hon. Gentleman will not

those parts of the report that refer to the route network, wil

he condemn those parts of chapter 6 that specifically say

that safety standards in track maintenance and signalling

e rediced

OUE

Mr. Howell: 1 do not accept that this report is
comparable with the Beeching report. The hon.
Gentleman is asking me to dismiss information that is
valushls hoth to British Rail and the tax-paying and

mwavellr
v CLidll

1g public about how best we develop e ranw

I have frequently said that the Go do not wish to
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see substantial
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{Mr. Howell]

closures.

"-_‘;'_'.E_{“IJ!;"-'

;](_,. L]" x of

hat there should be any pre

tandards, so long as the right |

_\.m;::: Cl

prup‘r s;t"'-l\‘ hon.
for Barrow-in-Furness does not use safety arguments to
Jjustify unnecessarily high costs. I know that hc wants as

much as I do to see a tight-cost, safe and efficient railway.

Mr. Roger Moate (Faversham): Does my right hon.
Friend agree that the right i':m for Barrow-in-
Furness (Mr. Booth) ‘ms :
purpose of scaremong o an extent that almost verges
on dishonesty? IS_\ ng that the report urges
wholesale closure, is not the right hon. Gentleman quoting
directly contrary to the br’in"ipa] r:-uz'u_ln'\inr in thc majn
report that, given greater efficienc

int: ',:r:»;-d at brc

mrlu ays Cd[" be

Mambar
MEMOCH

tive quotations for th

Suggesti

} Will -*1'.):
: “suggestion
that either the :i:\nrl or the Governn in favour of
major cufsin m- present size of the network?

Mr. Ilowc,’l-

t are

\1'.' hon, Friend is absolutely right. The
reaction of the right hon. Member for Barrow-in-Furness
was below his u.sual standard. He that the repor
contains a number of valuable conclusions. My hon
Friend has reminded us that the conclusion in the majority
report is that, with the railway broadly in its present shape,
substantial sav ings could be achieved over and above those
on which B;mm Rail is now working.

I h ve made it clear that the Government do not want
to sce .e_'k_tigw ntial number of closures.
;aiztmz > in Lha[ policy, it would be

T

knows

If there were to be
r informed debate.
result of this

House and

“hat debate will be more infor
report, and any decision will iebated
declared before the House, Thar is

position ‘and T am sure that it is the right one

in the

the

Mr.
Gentleman wi
the House was alarmed beca

. The right hon.
making this statement today,
receive the report until 2.30
of the House.

The right hon.

right hon.

n Time yesterday

Ted Leadbitter (Hariepool): The
ill be aware that at Quest
use this

repoit was not before

af 1 k¢
at he wouid be

Gentleman knew then th
yet hon. Members did not
pm. Surely that is an abuse

Gentleman has read
report. Is he prepared to say, civen that

the report is greater than that of hon. .\A_; 1be
oppose the propr_\sai.s and options
subsidies on the inter-city lines? Will he
electrification and safety options? Indeed. is
to remove Ih;‘ option on bu
whethe

and invcsted
system in the United Kingdom.

rail system as part of ar

' T II* T am nre od 1

the hon. Gentle:
consistent with the n
develop a mod m and
part of that, unlike

any owners on HET edsu
allon's resources, 1o support and
'1'~"1l\ efficient railway system. As
T \r +}

ran and res,

the rieht hen - e

i1 4l ...‘;.'..:'_',: A0 T (8.

agineering costs, which have
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never before been examined except by the r
itself. Those fis §

ider where investment priorities can be switc!
th-— greater benefit of passengers and customers—
come into the equation—and the railway systen
what I am prepared to do.

gures are now available to th

hon. Gentleman's remarks

cause [ have taken the greatest care to e
full repert, with all the maps, all t!
diagraras, is available to all hon. Member

his remarks about abuse of the House.

I resent {hc

douse, be

the

Mr. Dafydd Wigley (Caernarvon): Doe
of State accept that this is a thoroughly ne -_'
1 forward six options it cr
: ch must have an effect on the
regeneration of the areas affected? Does he further
that by saying that he will consider all si;
adding to the uncertainty and that in areas li
where with three of the six options we would have nothing
but 2 transport desert, grave difficulty will arise for thoss
who are trying to overcome the unemployment p:'ob:e:za.

.-\.\p:n--

Mr. Howell: In putting forward illustrative options the
report tells us the value that we are getting for the monev
being spent on a number of railway and transport servi
.-‘-\Itnoug [ have said that it is the Govern

we do nol want to see substantial closures
change of pol 1' v would follow only after the most inten
“and careful d the hon. Gentleman owes it to !
constituents, :'.-1.: services,
standards that his constituents want,
v_::hezher they are getting the right value 1‘0;' I
the considerzhie expenditure that is invol
the lines described in the report. His LUi‘.\liu.‘f_‘
| EXpec Far from condemning it or
ljsaying that it 1t L0 Sé

his views

ment's view

bate,
and the
o try

fransport

~

t that of him.
should not be considered, he ougt

some of the facts in the report. I should

lwelcome them,

Mr. Harry Cowans (Newcastle upon Tyne, Central):
Will the Secretary of State do the honourable 1l !
iraw his allegation '.'c\'tmw:ia;.' at Question °
i the Oppositior

I;g'.;.'. hior, ar
indu
is now out of tk
my right

loing i
7 of Ih': :“‘-. i
i nds are mc‘ud-:-.‘. i1
ie not further aware that i
raill communicati
>r aware that the

. 1
In e

Scotland anc
being decimated? [s he fu
to buy steel on Continent for u f

'."}'.-:‘.i the Prime Minister has argued about
British? Is this not nonsense in anybody’s

in Wales the
rward the
directly
pecple buying
terms.

againsi

Mr. Howell: The ho
againt t that what i
his h on. Friends were \L.\H“‘ was 1]"L11]
are firm recommendations, including a

statement

hie will take the t"DpOT'T.L nity to read the
report in '"I'l I= he does, he will see that these are not firm

recommendations. They are iilustrative options to show
‘-.f'_' . :. \ _.Ill... |

and good, integrated
The opiions deserve study and we
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should not close our minds to any changes in the structure |

and pattern of our railway system.

hearts it is one that he wants either. }

Mr. Alex Pollock (Moray and Nairn): Can my right
hon. Friend confirm that, notwithstanding the options
outlined in the report, there is no foreseeable threat to the
future of the Aberdeen-Inverness line, which is seo
important to the communities in the nort-east of Scotland?

Mr. Howell: The Serpell report considers a number of
illustrative options. My hon. Friend will have to take it
from me that it is not the Government's wish to see
substantial closures in the railway system. I cannot stand
here, and I never have sought to do so, and guarantee the
future of the entire system for all time. No Transport §
Secretary has undertaken that and I would not seek to dof:
s0, t

Mr. Ronald W. Brown (Hackney, South and
Shoreditch): Is the Secretary of State aware that the more
constructive part of the Serpell report has been canvassed
for many years in the House by many hon. Members,
particularly as it affects London? Of course, successive
Governments have not implemented the proposals. Has the
Secretary of State any comments on paragraph 6 of the
section on the longer-term options, where there is full
support for subsidies for London commuters? Will he
remember that in the Transport Bill which is now in
Committee upstairs he is not proposing to pursue that
policy? Will he tell us that he is prepared to take that
paragraph out of Serpell and make sure that there are
adequate subsidies for commuters in London?

Mr. Howell: T think that the hon. Member is confused
about the Government's attitude towards subsidies for
transport, and certainly London Transport. This year
London is receiving a larger share of national taxpayers’
support for transport than ever before, and very substantial
levels of subsidy support for London’s transport system are
fully supported by the Government. In the Serpell report
the question is raised of the level of subsidies. In one
paragraph it is made clear that the subsidies are well worth
while because they prevent totally unacceptable and anti-
social congestion on the roads, so that is a sensible policy.

Several Hon. Members rese

Mr. Speaker: Order. I propose exceptionally to call
five more hon., Members from either side, which will give
much more time on this statement than on others.

Mr. David Mudd (Falmouth and Camborne): Can my
right hon. Friend give me a simple message of
encouragement and reassurance that I may take back to
Cornwall? For the last 20 years, whenever there has been
a hint of a rail closure in Comwall, we h(t"@ ween hotels
and guest houses converted to old pcw es’
private nursing homes, with a loss of tourist )
Industrialists who had eXpressed an interest in coming to
Cornwall decmd that it was not for th m. There are six

homes and

options in Serpell, and three of them ignore C

vitally important economically and socially relevant
Falmouth to Truro branch line. What will the Secretary of
State teli me to say to my constituents about this?

Mur,

from me and a comment cl ;umlon from the Serpeil

l{ ywell
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committee report. First, as I have already said a number
of times, it is not the Government's wish to see substantial
closures in the network. I have made that a <lh50!uld l
Second, the :n_-_-l.LLI report, by illuminati ing some of the
expenditure on railways, indi icates ways in which better
transport facilities can be brought to rural and outlying
areas by the better expenditure of funds and a more
imaginative development of the transport system than
Opposition Members are prepared to acknowledge. That
will be for the benefit of my hon. Friend’s constituents and
is a message worth taking to them.

Mr. Alexander W. Lyon (York): Is it possible to make
a reason ssment of what the level of subsidy to
British Rail shouid be, without international comparisc
when every other major country gives subsidies to
railways which are far in excess of ours? Is it not absu
that in the chapter on British Rail Engineering Ltd.
Serpell committee should have examined and rejected
desire of British Rail to keep BREL going on the basis that
there is no alternative information about its productivity
and its capacity to make profits? It states specifically that
the information is not available, yet it goes on to suggest
that it might be privatised as one of the options.

Mr. Howell: On the second point, the committee
considered a number of options, of which privatisation is
one, and pumm: it much closer to British Rail is another.
The committee’s basic concern—as it is mine and would,
I hope, be that of the hon. Gentleman with his constituency
interest—is to see that the capacity, competitiveness and
effectiveness of British Rail Engineering, with regard to
both engineering maintenance and railway building, are
maintained. That is a common concern and one to which
options like these address themselves.

As to international comparisons, it is not true that every
country subsidises its railways to a much larger extent

dDIC assc

than
we do. To take one ex:.:--r-lc to do with urban systems, we
are often told that we heve a low subsidy for the Londen
ransport system, but the subsidy for the greater Tokyo rail
system is only 5 per cent., which is infinitely smaller than
anything here. Many countries have different circum-
stances and many are seeking to reduce their railway
r_’-eﬁclts. We have to be sensible and confident and choose

1e levels that we want for our railway system. That is the
right starting point.

Mr. Matthew Parris (Derbyshire, West): Does my
right hon. Friend ag there is a distinction between
a constructive tcansport on the one hand and
a sentimental attitude o 2very current aspect of British
Rail practice on the other? If this report directs our minds

to that distinction, it will have done a service.

ree that

thtuae o rauy

Mr. Howell: Yes. I agree with my hon. Friend. I agree
with his point, without in any way condemning it, about
a sentiment in many cases, witl

i1 atitude. € are dealing,

p'.u' of oar heritage which is of great beauty and value
hts of way on which railwa n are precious. Alltl

t 'e!opmg a system tha

matters should be considered in d

Mr. Peter Snape (West Bromwich, East): Will the
Secretary of State accept that the networr; o;mm..

includine the 1600 miles of railwav th
Barrow-in-Furness (Mr. me) u.u::m. in uhapl"“ 14 of
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[Mr.

‘tion in safety standards of
G, paragraph 25, that the

1 Rail Engineering Lid.
aragraph 30, and that the real
increase i ares, which he has denied, appears
in chay , paragraph 22, of the majority report? Is the
right hou. Gentlera.n aware that an even greater increase
is proj: paragraph 40, of the minority
report? * entlernan accept that the only
] m prepared to indulge, and in

| over the past fortnight, is the date
he does any more damage to the

the repor
signalling &
proposals 1o
gppear i o]

~vell: The hon. Gentleman told me yesterday
rate a number of proposals in the report. In the

areas thzt he mentioned, they are not_proposals, but_

options. The hon. Gentleman talked of a 40 per cent.
increase in commuter fares, which proves to be wholly
incorrect. The implication that there were firm
recommendations—the hon. Gentleman said, I think, that
these were for the winding-up and selling of BREL—is
wrong. It was wrong yesterday. It is wrong today.

Sir Hector Monro (Dumfries): Does my right hon.
Friend agree that there will inevitably be grave concern
when some of these railway maps are published
tomorrow? Will he go some way to allay these fears by
saying today that some of the extreme options are not
acceptable and, if possible, that the route mileage in
Scotland will be largely maintained?

Mr. Howell: I believe that the extreme options are not

acceptable. They are there as a valuable framework for us
to consider the future. They are not part of the area where
we_must_apply_our minds seriously.io the future
railway system. 1 have already describe
“Government's broad stance on particular pa

ge, it would be on the

of informed policy and of debate in the House and on

agreement of the best value for money that can be obtained
'; through spending faxpayers money On transport. That is
| how we shall proceed. I hope that my hon. Friend will be
| réassured by my remarks.

Mr. David Stoddart (Swindon): If
State thinks that my right hon. Friend
Barrow-in-Furness (Mr. Booth) was scathing a
report, he should have heard his hon. Friend the & el
for Christchurch and Lymington (Mr. Adley) describing
the report on the “World at One”. That really was scathing.
Serpell, does the right

Instead of congratulating Sir David
hon. Gentleman not consider that the report is notable only
for its incoherence? Does he agree thal it is a report that

few people will understand’

ware that I understand

Is the right hon. Gen!
perfectly well that

accepted, will UnNGEImK

recommendat

ey Dave diic

railway men and rail employees Laroug . )
Does he appreciate that if the recommendation that British
Rail Engineering Ltd. be privatised were brought into

for Brinsh Rail and for salel)y siandarus ULUVGES

railway system?
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Mr. Howell: To take the hon, Gentleman's first point,

even my hon. Friends can sometimes be wrong or a little

premature in their judgment. I do not consider that the

right hon. Member for Barrow-in-Furness was very

scathing. The right hon. Gentleman simply displayed a

closed mind, because he was not prepared to exan ine the

work that has gone into the report and the oy

in trying to see how best the railway systen

developed. The hon. Gentleman falls

saying that the report contains recommendations.

him to read it. He will find much of value. He wi s

much of the report is aimed at options and ways in

railway engineering and building capacity can be

more competitive and adaptable. The danger is that if tl

railways do not adapt they will die. That is the spirit in

which the report draws attention to these matters.

Mr. Robin Maxwell-Hyslop (Tiverton): As my I
hon. Friend wants hon. Members to ungerstand the
documents that he has laid before the House, will he say
why the important passenger flow diagram in the
supplementary volume does not show the route between
London and Exeter as an inter-city route, which it is, but
shows the route as far as Salisbury as London and the
south-east, when Salisbury has nothing to do with the
south-east? Will he explain why the brown colour code for
freight does not appear anywhere, and why some of the
lines are coloured black, although there is no black colour
code? Are these printers’ errors? Or are they errors by the
consultants?

Mr. Howell: The definitions by British Rail as to
which parts of its rail system are inter-city and which lie
within London and the south-east are for British Rail itself
to determine. I share with my hon. Friend recognition of
the fact that they change from time to time and that they
are difficult to follow. If there are any particular aspects
of the maps, diagrams or engineering work on W hich he
would like special guidance and help, I shall be glad 10
give it to him personally or, preferably, to direct him to
officials and engineering experts who can equal his own

engineering expertise in this matter.

Mr. Derek Foster (Bishop Auckland): Is the Secretary
of State aware that, with the levels of investment
envisaged in the report, it may be difficult to see the
survival of British Rail Engineering Ltd. either in th
public sector or in the private sector? Is he aware that
may be envisaging the destruction of railway communiti
far beyond what has hitherto been conceived? Far from the
home market being a home base on which 1o
railway equipment, W& may be running u
importing greal amounts of rail equipment.

tleman’s particular

and the ; I he report expresses 1

in the second half of the 1980s there will need 1w be

increased investment in rolling stocks and traction
—mant. That is right, Overall, we now live in an age

11 rically in iJic rallways will proba

and that world-wide it will be necessary 0 look fo:

markets for our railway equipment. I have so

t British Rail Engineering Ltd. and other 1

U L

world. 1 shail continue to make every ¢ifort 10 6o 52,
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we must be realisic, We uiust not imagine that we can
always maintain markets simply by sp ng on one
project resour

elsewhere.

Mr. David Crovch (Centerburv): Is my right hon.
Friend aware that his ¢ 1z words of assurance that the
possible riss nimal will be heard with
a sigh of rel : country? May I draw his
attention to " the main report, which
refers to 1he ¥ London and south-east
passengers—-—1 million pa: rs 2 day—who are British
Rail's best and i ! Most of them pay
their fares well in advance b chasing a yearly season

might be a greater need

)st regui

ticket. Is my right hon. § aware that the report
suggests t! » pocsengers should be subject to a
e3¢ fares? Will he bear in mind
. veal assurance to the public that this

substantial
that he nee
real and sut se will not take place? Will he
take note Goldstein’s strong reservations in
paragraph 6.1 his report, where he points to the
dangerous side cifects of so increasing fares?

Mr. Howell: My hon. Friend is correct, and I have
already referred to those in answer to earlier questions. In
turn, I call his attention to paragraph 3.42 of the minority
report, where Mr. Goldstein is reported as saying

“While therefore there is cer y opportunity for major
financial improvements in BR by radical pricing changes in the
L & SE sector, it would in my view be wrong to go forward with
other than modest increases without undertaking a very far
reaching examination.”

The caution concerned about jacking up fares as the way
to solve the financial problems is right. As I said in my
statement, much the best way to control fares to keep down
costs, and there is plenty of scope in the repert for that.

Mr. Michael Martin (Glasgow, Springburn): I wish
to reiterate my fears about the circumstances of Glasgow,
Springburn. It is worth repeating that there is over 30 per
cent. unemployment in my constituency and there are only
two main employers—the Eastfield railway locomotive
depot and the British Rail engineering workshop, which
is the only workshop in Scotland. If anything happens to
those two employers, will the Minister come to every
school in my constituency and tell our children that there
is no future left for them in the north end of Glasgow?

Mr. Howeli: For two days running the hon. Gentleman
has fairly expressed his fears about the local works with
which he is concerned. [ have said that the aim of the
committee was to consider options and ways in which
British Rail's engineering and railw
capacities could be made more competitive and tbcrebv

beget more business. That must be the desirable aim that £

I hope the hon. Member for Glasgow,
Martin) would share.

However, it was known long before the report emerged
that there were p;ohlems with the capacity and the erm.rs
for British Rail Engineer

eri Lid. The Britis
management has been strugg

Springbum (Mr

mg with the
problems, which have bee n made no more 3 1
by the production of a report. Those problems will have
to be dealt with, the hon., Gentleman's
worries. As I said vesterday, the soc
economic implications must be taken mto
Later
Mr. Bob Cryer (Keighley): On a point of order, Mr.

but I understand

account,

20 JANU/

4 which,
| £5G0.000 and Peat, Marwick, Mitchell & Co. con
ay equipment building }
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‘\'f’i‘ta when reports are given to Parliament it is
hat they are subject to the Government chief ac
rules. In the case of the Serpell report, it is cle
money received by two firms in which two m::n":'
committee, Mr. Alfred Goldstein and Mr. P.
have a direcl ii‘.:-c;':s: was paid contrary to thosc rules.
e rules it says

. butler,

will be ruled out, without detai , if eitl
and there is a Iist {aJ"quE{umauum—- s
potential clas 2st that would result
from its a.')p.:n:r:
I should bave thowht that it was incumbent on
Minister to state to the House—because this is a ms
the Public Accounts Committee subsequently—w!
there is any breach or potential breach of the rules, as
clx.arly is in the payments to these two people from fi
in which they have a clear and direct interest.
Therefore, Mr. Speaker, I ask you to give a ruling that
on this and future occasions any doubts should be clearly
stated by the Minister making a statement on a report.

Mr. Speaker: I shall see whether there is any
responsibility on my part in this regard, although I doubt
it very much.

Mr. Christopher Price (Lewisham, West): I am serry
that I have not been able to give you notice of this matter,
Mr. Speaker, but it relates to the answer toaquemrm that
I received only at 3.30 this afternoon. It concerns the issue
raised by my hon. Friend the Member for Keighley (Mr.
Cryer).

In spite of not having been able to give you notice
earlier, Mr. Speaker, I beg to ask leave to move the
Adjournment of the House, under Standing Ozder No. 9,
for the purpose of discussing a specific and important
matter that should have urgent consideration, namcl\'
“the clear breach of the Government chief accoun
guidelines in the appointment of R. Travers Morgan and P
Marwick, Mitchell & Co. as consultants to the Sery
committee.”

T‘ncse points have already been made in my ‘:rm.

_t:‘-_a
Go~emme‘r‘_t_gﬂ f accour‘tan._j‘_ g g
two points. First, uniess it is a trivial mLé concernad
2 small amount of money, the matter must go out to tender.
The Minister has told us that he clearly breached that
guideline and did not go out to tender. He picked two firms
as we have just heard, received more than
as consultant in this matter to the Department of Transport,
as is made clear in the Serpell report.

Secondly, the chief accountant’s guidelines
clear that consuliants should never be .tar‘olnt~c1 in certain
circumstances.

They say:

A cand1d¢.te firm will be ruled out, w “O'Jt det Allr.d

ticipated that firms that do not pass these

aa moneys are spent pic d
lca\nb the Minister or his civil servants op
accusations of sharp practice, jobs for the boys, corrupt
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[Mr, Christopher Price]

This matter is so serious that I think that I am justified
in asking for the Adjournment of the House so that we may
immediately discuss the matter.

Mr. Speaker: The hon. Member for Lewisham, West
(Mr. Price) sceks leave to move the Adjournment of the
House for the purpose of discussing a specific and
jmportant matter that he thinks should have urgent
consideration, namely,

“the clear breach of the Government chief accountant’s
guidelines in the appointment of R. Travers Morgan and Peat,
Marwick, Mitcheil & Co. as consultants 1o the Serpell
committee.”

The hon. Gentleman has made some serious statements-to
the House and we have listened with deep concern to what
he has said. The House knows that I decide not whether
the matter is to be discussed but merely whether it is of
such a nature that it should be discussed either tonight or
on Monday night, taking precedence over all other
business of the House. That is the limit of my powers and
discretion.

I have given careful consideration o the hon.
Gentleman’s representations, but I must rule that his
submission does not fall within the provisions of the
Standing Order and, therefore, I cannot submit his
application to the House.

Mr. Michael Foot (Ebbw Vale): On a point of order,
Mr. Speaker. [ am not in any sense questioning your ruling
on the Standing Order No. 9 application and I fully
understand your reasons for it. On the other hand, the
matter raised by my hon. Friends the Members for
Keighley (Mr. Cryer) and for Lewisham, West (Mr. Price)
are of considerable importance. It was raised earlier by my
right hon. Friend the Member for Barrow-in-Furness (Mr.
Booth) but his question dealt with only some of the maiters
which might arise.

In the light of what has been said today, the
Government should make a statement. The matier was
raised by my hon. Friends at a time when the Secretary of
State for Transport had left the House. He has now
returned, doubtless having been informed of the matter.
However, this is more a matter for the Leader of the House
than for any other Minister, and, through no faulit of his
own, the Leader of the House is not present. As serious
matters of public interest are involved, may we have a
statement on the matter from the Leader of the House
either tomerrow or on Monday? That is the prop
it to be dealt with. It cannot be left where it is now.

way or

Mr. Speaker: I am much obliged 10 the right hon.
Gentleman, What he has said will have been heard by
others.

Mr. Arthur Lewis (Newham, North-West): Further to
that point of order, with which I do not disagree, Mr.
Speaker. The answer should be that, with the approval of
Mr. Speaker, any Minis! ay make a stutement. As Lic

Secrelary Ol owaie 10t 1

for him to ask permission of you, Mr. 5§
pledge for which my right hon. Friend
Ebbw Vale (Mr. Foot) has asked, or, better still, to answer
the gquestions which have beer raised in the application
under Standing Oxder No.97?

I wish to give the Minister the chance to ask your
permission, Mr. Speaker, to make a statement which
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would resolve matters. It is not a party issue. All hon.
Members want to uphold the dignity of the House and our
non-corruptible Civil Service. I hope that the Minister will
welcome the opportunity to respond to the points that have
been made and will make a statement today or ask the
Leader of the House for the opportunity to do so
tOMmMOrrow.

Mr. Frank Dobson (Holborn and St. Pancras, 5S¢
Further to the point of order, Mr. Speaker. May [ see k yc
guidance? I am not sure, but I believe that the Secretary
of State referred to an independent report when he macde
the statement on the Serpell report. Is is not the cust
the House for a Secretary of State, introducis
purported: fo be such a report, 10 draw to the atl
the House the fact that two members of the 1
committee of inquiry had a financial
consultancy firms which had worked on the report
versa?

Mr. Speaker: There is nothing that I can add to what
has already been said. The representations have been
heard.

Mr. Christopher Price: Further to that point of order,
Mr, Speaker. The Leader of the House was not in his place
during the earlier exchanges, but he is now and we all
know that he takes a serious inierest in the probity of the
spending of public money. Had the Leader of the House
heard what my right hon. Friend the Member for Ebbw
Vale (Mr. Foot) said, I am sure that he would have
wished—he looks as though he does so wish—to respond
to the serious and important points that were made, if only
to promise a statement on the matter tomoITrow.

Mr. Booth: Further to that point of order, Mr. Speaker.
You will recall that when I first responded to the Minister’s
statement 1 said that there were serious doubts as to the
propriety of the practice of employing consultants who had
a direct financial interest. I did not, for reasons which are
understood by the House, make any reference to the
guidelines of the Government chief accountant, but that
has now been done. In view of that, would it be in order
for the Minisier to seek permission to reply to the point that
was raised?

Mr. Speaker: I shall consider whether I have aay
responsibility in that regard, but it is clear that I car
answer ofi the cuff.

Mr. Arthur Lewis: Further to that point of ¢

Speakar. May [ take my original point further? As are
of the knowledge that you and [ have gained over the years
on many vital matters, which I believe the House considers
this to be, we realise that, while the Minister and/or the
Leader of the House may not be able or wish to make a

' ent immediately, he can do so later today anc can

to do so. That has often

arrangement through the usual channels Therefore,
I ask you, Mr. Speaker, not the Leader of the House

.

r
L

cahile saneideration

1
i LY ladavuldid - AL e e

I5iCY, W

Mr. Speaker: I am always sympathetic 10 requests

from both sides of the House.

Ir. Stanley Cohen (Leeds,

South-Eas
that point of order, Mr. Speaker. As i
present, it is reasonable and desirable—and he owes it

the House—that he should answer the qu
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being put to him by hon. Members about which we are
most concemed. To remain silent 1s discourteous to the
House.

Mr. Ted Leadbitter (Hartlepool): On a point of order,
Mr. Speaker. I raise what I feel is a reasonable procedural
point of order regarding the business of the House. I do
so because of the persistent reluctance of the Secretary of
State, and indeed the Leader of the House, to respond to
hon, Members’ wishes.

The point of order arises from a question which I raised

esterday with Hu. Secretary of State when [ asked whether
hc would consider initiating a debate on the Serpell report
because of its impertance. Because of the unnma.:\cw:}'
reply that we have received today, and the importance
which you, Mr. Speaker, attach to the report, and in view
of his willingness to consider such a debate, wiil the
Minister say what progress he has made with the Leader
of the House? That would be a step forward.

Speaker: Order.
matter.

That is an entirely different

Mr. David Howell: Further to that point of order, Mr.
Speaker. When the right hon. Member for Barrow-in-
Furness (Mr. Booth) consults Hansard, 1 think that he will
see that I specifically answered the point that is now being
raised when he asked me about it. My reluctance to answer
it again was based solely on that. However, in case he did
not pick up my answer in the hubbub, and for his benefit
and that of other hon. Members, I shall answer it again.

I chose, and my Department chose, Mr. Goldstein and
Mr. Butler and their consultancy firms. I did so fully in

line with the proper procedures and in conformity with the
rules for such appointments.

20 JANUARY 1983
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Mr. Cryer: On a point of order, Mr. Speaker. The way
in which you have allowed points of order to be raised
demonstrates your serious concern over the issue. In
outlining and ting the question, the Secretary of State
has not made clear why a breach of the chief accountant’s
rules was allowed in the first place, and what special
considerations he had in mind when he allowed it. If that
breach was made on those two occasions for those two
firms, why bother to have any rules? Why should
that follow the rules, or hms that do not
the rules are going to be breached, be discrimi
against? Two firms have been singled out and those
followed the rules have clearly failed to get any busin

The Secretary of State owes it to the House, because
we have a -:!;.._\ to scrurinise expenditure——

even tender

Mr. Speaker: Order. We have come to the end of
points of order on that issue. We have gone into it at length
and the Secretary of State has made a statement. If hon.
Members wish to pursue the matier, they must do so in
some other way.

Mr. Christopher Price rose
Mr. Arthur Lewis rose—-

Mr. Speaker: I shall not take any more points ef orde
on that issue.

Mr. Arthar Lewis: On a different point of m‘dcr‘ Mr.
Speaker. Can you advise me how, without appearing to
grovel to you, I can say that we greatly appreciate the kind
way in which you have acted in this matter?

Mr. Speaker: May I say, having listened to the
exchange yesterday, that if the hon. Gentleman is a
groveller, I would fear to face anyone standing up.
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It seems to us possible that one of the Prime Minister's
colleagues may seek to raise the Government's response ‘to the
Serpell Report under the industrial relations item in Cabinet
tomorrow. The Secretary cf State for Scotland, in particular,
may seek assurances in line with his recent letter. In case this
should happen, we suggest that the Prime Minister should have
with her the revised version of Mr Howell's statement, which will
presumably be circulated tonight. In response to any suggestion
that the Government should provide assurances that it has no
intention of making closures or of asking BR massively to increase

commuter fares, the Prime Minister could say:

i) The statement deals with both the size ot the network
and the fares structure in a carefully considered manner,

by putting them both firmly in the context of the wider debate
that must now take place about the sort of railway that we
want and are prepared to pay for. There is no implication

in the statement that the Government has particular intentions

or has made particular decisions.

(st o) The whole purpose of the statement is to keep the
Government's options open, and it would be quite wrong to
deal with a report of this importance by closing any of the

avenues which might eventually lead to reduced losses by BR.

19 January 1983
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Michael Scholar Esqg LJ
Private Secretary to the
Prime Minister
10 Downing Street
LONDON SW1 19 January 1983

SERPELL REPORTS

A first draft of my Secretary of State's
Commons statement on the Serpell reporte on

railway finance was circulated on 1 anuary.

I now enclose the final version. THhi
incorporates comments made by the Prime Minister
and others on the earlier draft. The Statement
will now be made on Thursday 20 January, and the
reports will be published the same afternoon.

No embargoed copies will be issued.

I am copying this to private Secretaries
to Members of the Cabinet, the Chief Whip and
to Richard Hatfield.

Yours sreredy
(\xkﬁ-ﬂ:ﬂ.& “E""'k-'

RICHARD BIRD
Private Secretary
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SERPELL REPORT: STATEMENT

1. With permission Mr Speaker I will make a statement on the Serpell

Committee on railway finances.

2, I am publishing today the full reports by the Committee and
copies are now available in the Vote Office. The Committee was
appointed on 5 May last year after the British Railways Board had
proposed a review. Their work was delivered to me immediately
before Christmas, as I informed the House on 23 December, and_copies
were sent forthwith to Sir Peter Parker. There is a majority report
by Sir David Serpell, Mr Bond and Mr Butler and a minority report

by Mr Goldstein,

3. The Committee were asked to examine and report on the shorter
term financial prospects of the railway and on the options for

the longer term. The majority document fully reflects this. The
minority document by Mr Goldstein gives more attention to the longer

term, and places a different emphasis on certain aspects.

4, The Government is grateful to the Committee for their hard
work and speedy efforts. The reports explore the broadest range
of issues about our railways of any inquiry since nationalisation,
I should particularly like to take this occasion to pay tribute

to Sir David Serpell who has discharged a most difficult task with
great ability and integrity.

5. The railway performs major transport functions. It also requires
major support from public funds which this year will exceed £900m.
There has been growing concern about the state of the railways,

their cost and their future., These reports now give us a basis

for decisions and for action.

6. The Committee does not support the view that yet larger injections
of public funds are needed to preclude extensive closures, or that
large parts of the system are at risk from lack of maintenance

with present levels of support. No major backlog of renewals was
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demonstrated to the Committee'ssatisfaction. The case for a high

investment strategy was not sustained,

7. Nor do the reports recommend huge rises in commuter fares,
as some wild speculation has suggested. The reports confirm the
view that the way to keep fares down is by cutting costs; and they

point to large scope for that.

8. The Committee have given close attention to the opportunities
for considerable improvements in efficiency and the reduction of
costs over the next five years, They have drawn attention to

particular areas where present shortcomings need to be remedied.

9. I welcome the efforts by Sir Peter Parker and his Board to
improve their management arrangements, to reduce costs and to get
rid of restrictive practices. The reports now published show the
very considerable extent of those tasks. I have made it clear
to Sir Peter that I regard achievement of these improvements as
the top priority for action flowing from the Committee's reports.

Vigorous and immediate action by the Board will have my full support.

10. The Committee have not made recommendations about longer-term
policies for the railways, but have set out broad illustrative

options for consideration. It would be quite wrong to respond

with snap judgements or closed minds to any of these ranges of
options, whether they concern track and signalling, rolling stock,
network size or fare structure, or new objectives for the Railways
Board. The Committee makes it clear that more work needs to be

done to translate these illustrations into policy options. 1Indeed,

it would be foolish to come to settled conclusions on any one of

these questions in isolation. Other questions - such as the relation-
ship between road and rail services and subsidies for public transport
generally, the introduction of private capital and the relationship
between British Rail and the private sector - also remain to be
determined.

11, The public have the right to know more clearly what value
for money they are getting from different railway services and
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how funds for public transport can best be used. We now have the
opportunity for informed discussion about the sort of railway that
we want and are prepared to pay for. It is on this basis that

the Government now proposes to reach lasting decisions which will

be in the best interests of the nation.
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SERPELL REPORT ON RAILWAY FINANCES

I have seen the draft statement (circulated by your office on
January) which you propose to make on Wednesday when the
Serpell Reports are published. Overall this is very much on the
lines I would support, in face of the difficulties caused by
the extensive and at times misplaced public comment of recent
weeks. I understand that you will be taking a further detailed
look at the drafting yourself so I will confine my comments at
this stage to substance.

Our prime objectives must be to keep both reports in the public

eye without any suggestion that one carries greater weight than
the other; to pursue the maximum possible savings in the short
term;and to keep open the debate on network size. I have seen
George Younger's letter of 14 January and I have to say that I see
Qg prospect of keeping the debate open on the basis he suggests

of positively reaffirming a policy oOf no major closures. No doubt
the sensitivities on this issue are as great in Scotland as they
are elsewhere. But we shall simply leave ourselves where we were
before Serpell if we cannot maintain a non-committal stance.

For much the same reasons, I think it is entirely right that your
statement says very little about the many issues apart from
network size raised by Serpell, on all of which further time is
needed to reach a considered view. It will of course be equally
important, despite the very considerable pressures which I know
you will face, that you are entirely non-committal in answering
the supplementaries which will be raised on most of these issues.

There is one specific amendment I should like to see in the state-
ment. Paragraph & as at present drafted, and in particular the
third sentence, carries a strong implication that it is a

sufficient next step in the process of securing short term economies

for the Board to get on with it. I wish that this were the case.




CONFIDENTIAL

But the Board's past record and their known, hostile, attitudz‘o
Serpell's findings leaves me in no doubt we shall need to giv

the Board a strong steer on what constitutes acceptable progress.
For these reasons I should be grateful if you could delete the
third sentence of this paragraph. More generally, until we have
reached a considered view over the coming weeks about the position
of the Board itself, it seems to me that we should take care not
to 1link our fortunes too closely with theirs.

T am copying this letter to Cabinet colleagues, the Chief Whip

g 1O

and to Sir Robert Armstrong.

LEON BRITTAN




®

CONFIDENTIAL

y o
The Rt Hon David Howell MP We wald W

Secretary of State for Transport _
Department of Transport rewwd )YLVL (e mend”
2 Marsham Street

LONDON v

SW1P 3EB 18 January 1983

MLs lt?)t

oy

My minute to you of 14 Japdary crossed with your Private
secretary's letter circulating the first full draft of your
proposed statement. Ve have of course subsequently spocken.

B L DML:‘,}L ’

SERPELL REVIEW ON RAILWAY FINANCES

It is a 1little difficult to reconcile my earlier comments
with your present draft, mainly because you separate your
comments on possible cliosure at paragraphs 6 and 9.

I will not therefore comment on your draft. But I do think,
for the reasons already stated, that you need to be more
clear and robust in confirming that there are no plans for
&TOsures on the lines of the Serpell illustrations - and

as I have suggested, that there are plenty of other avenues

for savings to be explored first.

I am not saying that the present network must be regarded
as sacrosanct. Nor do I think, 1In any c¢ase, that there is
any risk of debate being stifled once the Serpell Report
is published. But we surely must avoid the impression that
any eventual closures will be other than an undesirable
necessity. It 1s therefore surely right to stand by the
Government's present position that we do not want to see
major cuts in the network.

I really do fear a very strong public reaction against th
kind of statement you propose, and 1t would do us grea
political harm.

——
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SERPELL REPORT - BRIEFING FOR PMs QUESTIONS

(ASSUMING REPORT WILL BE PUBLISHED WEDNESDAY
19 JANUARY)

My RHF said on 23 December last that he had

received the Serpell Committee's advice in the
form of two reports. My RHF and the Chairman

of the Railways Board have been studying them
urgently. My RHF intends to publish the reports
very shortly and the proper time to comment on
these will be when they have been fully and

carefully studied. I hope a thorough and well
considered public debate will follow. That is
in the best interests of both travellers and

taxpayers alike,




@

& HOUSE OF COMMONS

Mr John Townendj(Con - Bridlingtza):

l‘?i' To ask “the Secretary of State : for Transport, if he  has
now received- the Report of Sir David Serpell's Committee
on the Review of Rail Finarces;

MR DAVID HOWELL

I have now received the Committee's advice, There is
a majority report, and in addition a minority report by
Mr Goldétein. In accordance with the terms of reference,
the Committee investigated fully the improvements in efficiency
which would secure better financial results, and have illustrated
a wide range of options for alternative longer-term policies,
but have not made recommendations. The Chairman of the
Railways Board and I will now be studying the reports ucgently.

Thursday 23 December 1982 : 410/82/83
Department of Transport - (60)
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10 DOWNING STREET °

From the Private Secretary 17 January, 1983

SERPELL REPORT ON RAILWAY FINANCES

The Prime Minister has now studied the draft statement
on the Serpell Committee Report which you circulated under cover
of your letter to me of 14 January.

Mrs. Thatcher thinks that the draft statement is, in its
present form, too anodyne. She would prefer the statement to be
more on the lines of your Secretary of State's minute to her of
12 January, highlighting four points:

-~ the cost savings to be achieved;

- the necessary management improvements;

- the Serpell Committee's conclusion that there is no
case for a major new programme of capital
investment in the railways; and that

the system is not at risk from lack of maintenance
with present levels of support.

The Prime Minister has also commented that the second
sentence of paragraph 7 might better read '"The Report confirms
the view that the way to keep fares down is by cutting costs; and
that there is ample scope for cuts".

In summary, the Prime Minister would like the draft
statement more fully to reflect the substantial criticisms of BR
which appear in the Majority Report;to indicate that decisions
on action flowing from the Report to improve BR's management
arrangements, to reduce costs,and to get rid of restrictive
practices should be taken immediately; and that longer-term
decisions will have to wait upon the further work required to
turn the Report's broad illustrative options into firm alternative
policy proposals,

Finally, the Prime Minister has suggested a revised
version of paragraphs 8-10 of the statement. I have set this
out in the attachement to this letter.

/1 am
CONFIDENTIAL
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I am sending copies of this letter to the Private
Secretaries to the Chief Secretary and the Secretaries of State
for Scotland and Wales.

Richard Bird, Esq.,
Department of Transport




‘l!. "The Committee have given close attention to the

opportunities for considerable improvements in efficiency and
the reduction of costs over the next five years. They have
drawn attention to particular areas where present shortcomings
need to be remedied. These are matters for the Board to deal

with, !

L2 "I welcome the efforts by Sir Peter Parker and his Board

to improve their management arrangements, to reduce costs and

to get rid of restrictive practices. The reports now published
show the very considerable extent of those tasks. 1 have made
it clear to Sir Peter that I regard achievement of these
improvements as the top priority for action flowing from the
Committee's reports. Vigorous and immediate action by the Board

will have my full support.”

10. "The Committee have not made recommendations about longer-
term policies for the railways, but have set out broad illustra-
tive options for consideration. It would be quite wrong to
respond with snap judgements or closed minds to any of these
ranges of options, whether they concern track and signalling,
rolling stock, network size or fares structure. The Committee
makes it clear that more work needs to be done to translate
these illustrations into policy options. Indeed, it would be
foolish to come to settled conclusions on any one of these
questions in isolation. Other questions - such as the relations-
ship between road and rail services and subsidies for public
transport generally, the introduction of private capital and

the relationship between British Rail and the private sector -

also remain to be determined. n




.] e "The public have the right to know more clearly what

value for money they are getting from different railway services
and how funds for public transport can best be used. We now
have the opportunity for informed discussion about the sort
railway that we want and are prepared to pay for. It is on
basis that the Government now proposes to reach lasting

decisions which will be in the best interests of the nation.
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Michael Scholar Esq

Private Secretary to the

Prime Minister

10 Downing Street 14 January 1983
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In his minute of 12 January to the Prime Minister about
the handling of the Serpell Committee reports on Rail Finances,
my Secretary of State said that he would be circulating the
text of the Parliamentary statement he proposed to make to coincide
with publication of the reports,

A first draft of this statement is attached, He will be
doing further work on this over the weekend, particularly the
section in square brackets which will be finalised when he has
seen an advagEE“TEET_ET the statement British Rail intend to make
on publication, The final version of the statement will be
circulated at the beginning of next week,

My Secretary of State proposes to publish the reports and
make the statement on Wednesday afternoon (he will also be
answering oral questions that day). He understands that this
timing is acceptable to the Lord President,

I am copying this to Private Secretaries to members of the
Cabinet and the Chief Whip and to Richard Hatfield in
Sir Robert Armstrong's office.

A
ot Bk,

R. BIRD
Private Secretary




SERPELL REPORT: DRAFT

il With permission Mr Speaker I will make a statement on the

Serpell Committee on railway finances,

P I am publishing today the full reports by the Committee and

copies are now available in the Vote Office, The Committee was

appointed on 5 May last year after the British Railways Board

had proposed a review, Their work was delivered to me immediately
before Christmas, as I informed the House on 23 December, and
copies were sent forthwith to Sir Peter Parker., There is a
majority report by Sir David Serpell, Mr Bond and Mr Butler and

a minority report by Mr Goldstein,

B e The Committee were asked to examine and report on the

shorter term financial prospects of the railway and on the

options for the longer term, The majority document fully reflects

this. The minority document by Mr Goldstein gives more attention

to the longer term, and places a different emphasis on certain

aspects. FOR N Nt
NN

L. The Government is grateful to the Committee for their hard

work and speedy efforts. The reports explore the broadest range

of issues about our railways of any inquiry since nationalisation,

I should particularly like to take this occasion to pay tribute

to Sir David Serpell who has discharged a most difficult

task with great ability and integrity.

Ee ™he railway performs major transport functions., It also
requires major support from public funds which this year will
exceed £900m, There has been growing concern about the state
of the railways, their cost and their future. These reports now

gives us a basis for decisions and for action.




6y The Committee does not support the view that yet larger

injections of public funds are needed to preclude extensive

closures, or that large parts of the system are at risk from

Tack of maintenance with present levels of support.

Te Nor do the reports recommend huge rises in commuter fares,
as some wild speculation has suggested. The reports confirm
the Sovresnnehis.s view that the besd way to keep fares down is

to keep costs down, —_ @\‘\ﬂ\" 5_./"0" C"J‘Cr o) L._..-

8, é:he Committee has given close attention to the opportunities
for further improvements in efficiency over the next 5 years.

They have drawn attention to particular areas where shortcomings
need to be remedied, These are matters for the Board to deal with,
As the House knows, Sir Peter Parker and his Board have fought hard
with our support, in trying to secure necessary changes; in
improving their management arrangements; reducing costs and getting
rid of restrictive practices. I welcome the Board's efforts in
these very difficult fields. The reports now published show the
extent of the tasks that still remain and I have made clear to

the Chairman of the Board that I regard achievement of these
improvements as the top priority for action flowing from the
Committee's reports. Vigorous action by the Board will have my
full suppongz

9. The Committee have given their conclusions about these

[ e—

shorter term issues. In accordance with their terms of reference,

they have not made recommendations about longer term policies,
but have set out possibilities for consideration., It would be

quite wrong to respond to them with snap judgementsj/or-closed
minds, The public have the right to know more cleari&#;EQ% ;alue
hfor mcney they are getting from different railway services and

how funds for public transport can best be used, The network

cuts described in the Committee's reports are purely illustrations
of these issues, In no sense are they considered plans for

proposals for changes that would be desirable let alone necessary.

(Fo plans for closures on any of these scales exist or are before

us/




10. What these reports do is give an opportunity to end the very
sterile debate of the past, which has been harmful tc the
interests of travellers, of taxpayers and of the industry itself,

We now have the opportunity for informed discussion about the sort

of modern and efficient railway that we want and are prepared to

pay for., It is on this basis that the Government now proposes
to reach lasting decisions which will sustain a good railway
service to the nation,
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The Rt Hon David Howell MP

Secretary of State for Transport

Department of Transport

2 Marsham Street

LONDON

SWI1P 3EB 14 January 1983

L |
Deers gr.arr.-f;,!-.-t} gl\- Chde,

SERPELL REPORT ON RAILWAY FINANCES

Thank you for copying to me your minute of 12 January to the Prime Minister.

It is clear that when the report is published there will be very considerable controversy.
As you recognise the issue of possible rail closures is very sensitive indeed and I am not
sure that what you propose to say on the subject is well advised. Surely our present

1

position is right, that we do not wish to see major cuts in the network. I think we can [}

perfectly well have the public debate you envisage without giving any reason to suppose
that the Government itself has changed its position. Also, I think we must hold that
line until after the election, there is no doubt that the continuation of their rail
services will be seen by many rural areas as a touchstone of our commitment to them
and to their way of life. These areas, not just in Scotland, are the main sources of our
support and concern about rail closures would undermine that support to a very
considerable extent.

In any case, the main conclusign I take from the Serpell Report is that abundant
opportunity exists for savings and for a more efficient operation, without reducir.g the
network. It seems to me right that these other opportunities should be tackled first.
That would be a politically safer stance to adopt but would also be perfectly justifiable
in terms of what the Report says.

I therefore suggest that you could dwell in your statement on the other opportunities
for savings and say something much briefer and less dangerous about closures - perhaps
on the lines of the attached.

I look forward to seeing a draft of the full statement in due course.

I am copying this minute to the Prime Minister, to other Cabinet colleagues, the Chief

Whip, Sir Rabert Armstrong and John Sparrow.
\{M ﬁth{_\

[

i i
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o
Approved by the Secretary of State
and signed in his absence




These reports raise the broadest range of issues about our railways since

nationalisation and it would be absurd to respond with snap judgements.

The first point to make is that the Committee did not agree that major
parts of the network are now at risk from lack of maintenance, as has
repeatedly been asserted. Nor does it accept that large increases in

resources are needed immediately to prevent extensive closures.

The network cuts described in the report are only illustrations. In no

sense are they considered plans or recommendations from the Committee.

The Government's position remains that we have no wish to see major cuts

in the network. No plans for closure related in any way to the
illustrations in the report exist or are before us. What we must now do is
to establish the facts and hear the arguments. Social as well as financial
factors will have to be considered. There must be full discussion of any
changes in Parliament and in public debate so that the deep questions

raised by the reports can be properly considered.




Prime Minister

SERPELL REPORT ON RAILWAY FINANCES

I should be grateful to know if you and colleagues are
content with my proposals for the publication of the Serpell
Committee reports as set out in this minute.

As you know I was committed to making the reports available
to the Railways Board as soon as I received them, BR have

taken advantage of this to mount a campaign_af partial and

slanted press stories, However recent press comment suggests
that this policy may have back-fired on the Board as the media
have increasingly recognised that they were getting a very

one-sided view.

The reports and the engineering Annex will be available
at the beginning of next week, I would propose both publishing
them and making a statement to the House on the first suitable

o WeoeXpw - ——
| || day after Parliament returns and am consulting John Biffen
1 —
UA about this, The Committee do not intend to give a press
— et
conference (although it is possible that Mr Goldstein and
—————

possibly Mr Butler, will be questioned by the media).

In my statement I must adopt a neutral stance as to the

relative merits of the majority report, and the minority report

from Mr Goldstein., As required by their terms of reference,
tFE Committee have illustrated options and not made
recommendations, Both reports carry the EFEEEEE that much is
wrong in BR at present, ThéE.;;;;-ZT;;;T;-?;gi the future

=

of the railway industry is in its own hands and not dependent
JE—

on taxpayers' largesse and I shall emphasise this, The Board
e st
asked for a review because they claimed that the Government

- - '-___-- 3
was giving them an impossible task., The Committee were
clearly not persuaded of thng

—
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On many issues - excessive maintenance and engineering
costs, structure of the industry, a new management attitude
under a ngﬁ_%eam, prospects for improved service, putting
the customer first - a strong line from the outset will be

both appropriate, and welcome to our supporters. The present
e

Board have recently begun a more spirited attack on the

problems but it is obvious that the time has now come for a

whole new approach under a new Chairman,

-

But two issues will be particularly difficult in the
current climate, as newspaper speculation has already shown. -
namely fares and changes in the size of the network.

———
—— -

On fares, we can emphasise that the more costs are

reduced, the lower fares can be, Neither report mentions or

- —--_._.-.-H‘ -
even implies the LO per cent rise in commuter fares quote
E— D
by the media.
________._--—-’

On network reductions, the position obviously is still
more politically sensitive, To my mind it is vital to keep
this issue open but it will be very difficult. The options
examined are illustrative only. There are no firm proposals
underlying them for particular cuts or closures, But they

show how very costly some services are, and how even in

purely transport terms the traveller and the taxpayer get

very bad value for money. For at least the last decade, any

?Eiional debate about the network has been completely stifled,
and there is no doubt that a thorough and informed public

debate on these issues - and on alternative forms of transport -
is long overdue, Moreover, it would be absurd to make snap

Judgements on a report which is perhaps the most wide-ranging
about the railways since they were naticonalised,




It is however right to warn my colleagues that the

moment I appear to depart from the previous position -

e

that we do not wish to see major cuts in the network -

continuing and persistent questions will inevitably start up
about the future of particular services, For example,
even Option C1 in the report - deleting the worst performing

h Tr—
services - would be very far from painless., It would in fact

involve withdrawing passenger services from a large number

of statiohs, including almost all those in Wales and the
e ————— ——
Nortrof Scotland, and many in such places as Suffolk and
the South West. The map in the report looks reassuring but
Lo LML bl

—

in fact many of these lines would be retained for freight

service only. So I think that our response on the future
S
size of the network will be a key point to get right in our

—

reaction to the reports.

On balance, as I have indicated, I think that this
debate must take place in due course, and that we must keep the

door open for decisions on network size when the time is
right, I attach a draft of what I might say about this aspect
on publication. I shall circulate a draft of the full statement
as soon as possible,

There will inevitably be demands for an early debate,
Subject to John Biffen's views, I suggest that we should

welcome that s soon as Parliamentary business allows.,

I have confined this minute mainly to the mechanics of

publication, not to the substance E;-the reports, As mentioned,
they raise major issues for the future of the railways which
will require a radically new approach in many fields, to be
carried through under the new Chairman, I shall circulate

a note to colleagues, discussing these issues as soon as the

actual publication of the reports is out of the way.




I am copying this to Cabinet colleagues, the Chief Whip

and to Sir Robert Armstrong and John Sparrow,

I

DAVID HOWELL

12 January 1983




CLOSURES SECTION : PROPOSED DRAFT

These reports raise the broadest range of issues about
our railways since nationalisation and it would be absurd

to respond with snap judgements.,

One issue on closures of which the Committee does
dispose is that large increases in resources are needed
immediately to prevent extensive closures. Serpell does
not support that, Nor does it agree that major parts of
the network are now at risk from lack of maintenance, as

has repeatedly been asserted.

I believe it is right that the public should know
more clearly Jjust what kind of value for money they are
getting from certain lines and services and the different
ways in which funds for public transport can best be used.

The network cuts described in these reports are only

illustrations. In no sense are they considered plans

showing what changes would be desirable, let alone necessary.,
No plans for closure on any of these scales exist or are
before us.,

So let us establish the facts and hear the arguments,
It would be quite wrong to stifle discussion of any changes
before Parliament and the public have thoroughly studied
the reports and the deep questions they rightly raise,
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To: PRIME MINISTER

From: JOHN SPARROW 12 January 1983

First Reactions on Serpell

- I was disappointed by the majority report, mainly because it fails
t—

to come to grips with what I see as the essential problems of the railway

industry, and because as Mr Goldstein points out, the rationale behind the

various options is not fully worked through.

—

)2 In the first place, the industry is contracting., It evolved in a

period when it had clear advantaé;s over any other form of inland travel:
those advantages no longer exist, and future technological change is
unlikely to favour railygys (at any rate as we now know them). It cannot

A

compete economically with the much greater flexibility of road transport

now that that is widely (although not universally) available. Secondly,

attitudes within the organisation are essentially defensive - what
f'-'._._.—-—__'_"-‘—u__._‘__

Mr Goldstein rather kindly describes as 'custodial' - when what is needed
is a clear perception of the reduced role which railways will play in an
efficient economy, and the determination to change the railway so as to fit

that role, Thirdly, the 'public service! concept is debilitating; subsidy
P P g

is rife and is regarded as normal, or essential, or even desirable, Fourthly,
and because of these factors, the management is often ineffective.

3. In his minority report, Mr Goldstein sees most of this, but even he
seems to me not to follow his perceptions through to their conclusion, Put

at its bluntest and most pessimistic, there may be no reduced scale of

operation or level of service at which a UK railway system with traditional
technology is commercially viable - perhaps not even the report's options
A and B,

- =9

-_--"""_——-__'




L, In deciding what to do about the report, we need to distinguish
clearly between short term and long term decisions and actions, There is
much in the Majority Report that can be acted upon promptly to improve
BR's performance in the short term, but it will t;E;_E;;éer to evaluate
the options and to determine a policy for the future of the railways
within a policy for inland transport., For this latter task, Serpell does

useful service in highlighting the principal problems, for example the

costly rural lines., We will also need to devei;; a strategy for handling

—____—————
the vociferous lobby groups who oppose changes .to the railway network,

5e The first requirement is to strengthen the management., It would

be wrong to blame Sir Peter Parker for the problems of British Rail

because he has to operate through a management which consists almost
entirely of people who have lived all their lives in the railway culture

and with an obligation to run the rail system at or near its 1974 size,

The need is to give the next Chairman not merely authority but positive
instructions to find and recruit the best executive management that he can,
preferably with a larger proportion coming from outside the railway industry,
This handpicked team should know that it is expected to be resolute in

pursuit of clearly defined objectives laid down by Government, and then

left free to manage without political interference., When Government has
determined its long term policy, the new Chairman and his team will need
to implement it with any consequential changes in their objectives, and

they should be appointed with that clear understanding.

6. Few of the short term cost improvement measures identified by Serpell
need be held up by the longer term considerations of rail network shape and
size., Department of Transport should immediately take up the issues of
engineering improvements, planning improvements, etec, with a view to BR
producing a new Corporate Plan later this year, showing how the improvements
are to be implemented. In parallel, work can also be started immediately

to review fully the activities of BREL and determine its future and prospects

for privatisation of the rolling stock manufacturing activities.




T Closure procedures need reviewing to see what changes are needed.
P o jas

I see no merit in the idea of BR running buses, or being responsible for

"heritage". D e
.--—""'-—'-___"
8. The longer term strategy for the railways will need careful political

handling, and in any case, major changes will require legislation to amend

the 1974 Transport Act. One point that Serpell and Goldstein make clearly
.__-____‘____-___._____.—-—--'—_’

is that a relatively modest contraction of the network (mainly rural lines)

produces very large savings in cost to the tax payer (without however

v

eliminatiné_éubsidy entirely — the cheapest of those options still shows
an overall deficit of over £500 million/year). The various options,
including those illustrated by Serpell, need fuller evaluation. This work

should be set in progress as soon as possible,

9. Meanwhile, it is essential that all of the longer term options are
kept open, despite the inevitable pressures that the prospect of a general

election will produce,

10. I am sending copies of this minute to David Howell and to Sir Robert

Armstrong.

(5!




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

Michael Scholar Esqg
Private Secretary
10 Downing Street
LONDON SWA

“Deer Micael

COMMITTEE ON THE REVIEW OF RAILWAY FINANCES

All four members of the Serpell Committee have asked that
two additional sentences should be added to the published version
of the Majority Report to avoid misunderstanding of the network
maps and the description of Option C1.

The first addition concerns paragraph 13.17. The Committee
consider the following sentence should be added to the end of
the paragraph:

"The second point we should emphasise is that the maps of
the network options are illustrative and do not distinguish
between passenger and freight services; it should not be
assumed, therefore, that all routes carry both freight and
paspenger services or passenger services of all kinds,"

As a consequentiaL amendment, "first" should be added after
"emphasise" in line 2 of the original text of paragraph 13.17.

The second addition is to paragraph 14.9, which describes
Option C1. The Committee wish to add the following sentence to the
end of the paragraph:

"But a substantial number of the more lightly used stations
and passenger services no longer operate on lines that
remain open for freight or other passenger services."

Mr Goldstein wishes, in line with that addition, to clarify
the first sentence of paragraph 3.48 of his Report. He wishes
the second line of the paragraph to be deleted and the following
inserted:

"oy some reductions in services and minor reductions in

overall network, Thus in Option C1 ...".

CONFIDENTIAL




These changes are significant since they indicate that
Option C1 is not as painless as implied in the first text and
could apparently involve substantial station closures. My

Secretary of State feels that colleagues' attention should be
drawn to this point.

My Secretary of State will be writing to the Prime Minister
shortly with his proposals for handling the publication and
consideration of the Reports,

I am sending copies of this letter to the Private

Secretaries of members of Cabinet and Sir Robert Armstrong and
to Mr Sparrow,

%ml Jum[,,

&M_‘E..;L

R. BIRD
Private Secretary







PRIME MINISTER

Serpell Report

I attach copies of the internal Department of Transport's
summary (which I think a fair, if pedestrian effort), and of
the two reports, together with Ferdie's note which you have

already seen.

Having now ploughed through the report myself, I think

there is much useful material in it:

—

(i) it demonstrates - without quite putting it
this way - that the railways' finances are

now out of control: you can see from table 1.2

how the total grant has been steadily rising

in real terms since 1977, so that it now is

almost exactly equal to the passencer revenue

of €927m. estimated for 1982. Costs per
—— 4
passenger mile have also gone up sharply from

9.4p in 1979 to 11.3p in 1982.

e —_—

the report is quite realistic about the
unlikelihood of any rescue coming from revenue
growth, and accordingly puts its effort into

identifying cost reductions. The engineering

chapter (Chapter 6) gives a detailed list of
savings which could be achieved through greater

efficiency and better management action.




=L

Chapter 2 on the passenger business gives

a chilling account of the sky-high costs

and the very small output of what is called

——

the "Provincial Sector'". This is the part of

—

the railway which is neither inter-city nor
I

commuter, and it is responsible for over half

e ——————— ’ >
the route mileage of the passenger system. Its

S—

revenue, however, contributes less than a sixth

—_—

of the total income of the passenger business.

Its average load factor is only 20%. Leamington
Spa/Stratford-on-Avon is given as a case in
point: its revenue in 1981 was £76,000; its
e

direct costs alone were £525,000.

— T
the marketing section (Chapter 5) reveals that
BR is the fourteenth largest UK British advertiser.

This section very properly identifies the danger
of marketing the railway in order to retain or
increase their market share regardless of the
long term costs of doing so. It also raises the
question as to how one justifies expenditure of
Eii?. on advertising in 1981 by an organisation

in such a spectacular loss making position.

——

The report is littered with material highly

damaging to the railways' management's self-

regard - the documented decline in vehicle
______...—-"

maintenance, the unrealism of the estimates
for increases in the private sector work which
BREL expect to secure, the defects in BRs'

investment appraisal, and so on.




BR have reacted to this highly critical report by

commencing a programme of selective leaks, designed to

stir up the commuters and the other pro-rail lobbies.

I am sure that their intention is to create the kind of
furore which surrounded the CPRS report, in particular

on the National Health Services, in the autumn. To counter

this we went on the offensive yesterday, with Bernard

telling_ghe lobby that they were being used by the rail

enthusiasts,_gﬁd that they would see when the report was
published (Monday the 17th is the date suggested) that this
was so., I have no doubt that this campaign will hot up

over the weeks to come, and that when Parliament gets back

you will be asked to repudiate a list of horrors - that

captive commuter fares must not be increased, that the network

must be retained without any contraction at all, that there

must be no changes to the discounts for pensioners etc, and

so on, 1 also expect an attempt by the Department of Transport
e

to defuse this by seeking your agreement to an early statement
—

that no contraction in the basic shape of the railways is

—— e

contemplated.
e AT

As I see it, we must somehow find a way of riding out

the storm without losing room for manoeuvre. The Railways

Board, I believe, are furious about the report, which they had
been hoping would justify their claims that the railway system
had been starved of funds in recent years, and that even safety

——

was beginning to be prejudiced. They will keep up, for a long
period, a fierce effort to discredit the report and block off
the decisions which we will need if we are ever to stem this

growing, and open-ended, drain on public funds.

Agree, if there is time at the end of next week, to a
short talk with Alan _Walters, Ferdie Mount, and Bernard Ingham
about how to handle this?

7 January 1983 \z}/:p(/
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3EB
01-212 4581

P E LAZARUS CB

PERMANENT UNDER SECHETARY OF STATE

Michael Scholar Esq

10 Downing Street

LONDON

SwWl 5 January 1983

THE SERPELL REPORT

As agreed when we spoke on the 'phone a few minutes ago, I now
attach our summary of the main report, and of the minority report
by Alfred Goldstein,

As I explained to you on the 'phone, this summary was prepared for

the Secretary of State by one of the staff in the Railways Directorate
who had been closely involved in the work of the Committee. I have
not attempted to check it in detail. But it seems to me a very
adequate document, which is a bit long for a genuine summary, but
which does enable one to see, within a fairly short time, what the
reports are about, and it seems to me that it also gives the right

flavour.

As I told you on the 'phone, I would be wholly content for you to use

this in any way you wish,

L4 |
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MAIN POINTS OF THE SERPELL R

1. The Committee's overall assessment is given in the five-paragraph

Conclusion. They see many opportunities to improve efficiency and

+

-—‘_"_-.—’F’ 3 . - 3 &
reduce costs while keeping the railway at broadly its present size.

If these opportunities are taken, the Committee believe that the level
of Government grant in 1986 cc be lower in real terms than the
—

level Ministers considered appropriate between 1975 and 1980 (i.e

c
about £700m in 1982 prices), before taking account of transitional

costs. In the longer term, they see further possibilities for improved
efficiency and cost reduction. But increased levels: of investment are
likely to be needed in the late 1980s and early 1990s. Even so, the
Committee doubt whether the amount of PSO grant required in 1992

need be higher in real terms than the present level (1. e, £837m).

But if more substantial reductions in grant are to be achieved, cuts
in the size of the network will be required.

2. The report is in two Parts. The first examines thé finances of
the railway, concentrating mainly on the scope for impfbved efficiency
and cost reduction in the period up to 1986, Part II is mainly con-
cerned with options for reducing the level of grant by cutting the
size of the network.

3. While the Committee do not make recommendations as such, they

either offer advice or set out options.

PART I - EXAMINATION OF THE FINANCES OF THE RAILWA

4. Chapter 2 - The Passenger Business: for marketing and management

purposes the passenger business is divided into three sectors - Inter-
City, London and the South East, and Provincial Services. Although

the Committee discuss each of these sectors in turn, they warn that all
three are inter-dependent and that the definitions of which services

belong to which sector contain anomalies.

2. Inter-City: the Committee see no prospect of this sector
achieving the financial target set for it by the Secretary of State
in 1981 (i.e. full commercial viability by 1985). They doubt if

Inter-City's revenues can be increased above the levels forecast
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in the Board's 1982 Rail Plan but they consider that the sector's'
costs could be reduced in 1986 by up to £39m as a result of the
improvements in efficiency and the cost-reductions they consider
attainable.

6. The Committee set out two options for Inter-City:

(a) "Progressive Closure" - the services with the worst

operating results would be withdrawn on a progressive basis
until what remained was capable of achieving long-term.
commercial viability; or

(b) Grant-aid the sector - the sector would be, set the
T —

financial objective of covering : ified and incregasing

proportion of its costs, meeting the residue f“o grant,

The Committee comment on these possibilities in paragraph 2.13.

-

7. London and the South East 4SE): the Committee did not

investigate this r in detail because their inquir& followed

so closely after MMC's 1980 inguir s -

8. The Committee doubt the 3 ication for the size of the present

season ticket discount, and say that it warrants thorough examination.
imnc, Y &

They also say that this is the only sector of the passenger business
———

where a substantial real increase in fares would be likely to improve

financial results significantly. If the cost savings and efficiency

—

improvements the Committee believe attainable were achieved, they

could ﬁEEGEe the sector's costs by up to £55m in 1986. The Committee

endorse the setting of objectives for this sector along the lines
of those published in draft by the Secretary of State in 1981.

9. The Provincial Sector: the Committee draw attention to the fact

that few services cover even their direct train and terminal costs

from revenue, and several services involve costs many times as large
il b

as the revenue they generate. About half the total deficit of the

passenger business in 1982 will arise from the losses of this sector.

The Committee can see little scope for increasing the revenue of the

provincial services (outside the areas of the P ssenger Transport

Executives). But if the improvements in efficiency and cost

= AL RINR AR T IR ¥ A T e e e
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reductions the Committee believe to be feasible were achieved, the
sector's costs could be reduced By £75m in 1986. Even so, the
Committee believe that the sector will continue to require financial
support of about giggg a year for tne foreseeable future. They take

the view that many of the provincial services represent very poor

value for public money. Local transport requirements could, in most

cases, be met at far lower cost to the taxpayer by other means (e.g.

subsidised bus sérvices). The Committee say that the Secretary of
State should set objectives for the Provincial Sector similar to those
that they favour for 1ASE.

e —

10. Local Government Support for Rail Passenger Services: pressure

on local government expenditure could induce the PTEs to switch

support away from rail passenger services towards bus services.

In that event, closure of the rail services might need to be considered.
The Committee favour neither the payment of special grants to PTEs

for replacement of Diesel Multiple Units nor charging PTEs only the

avoidable costs of all the services they support.

11. The Committee considered the case for transferring to local
authorities outside the metropolitan areas the responsibility for
supporting local rail services. They concluded that the balance of

advantage lies in the Government retaining primary responsibility

for setting the objectives, and providing the financial support, for

the passenger rail services outside the PTE areas.

12. Chapter 3 - The Freight Business: the Committee see a reasonable

prospect of the freight business breakinﬁ even in the mid-1980s.
They warn that the business will remain heavily dependent on the
movement of traditional bulk commodities (coal and coke, iron and

L —
steel, petroleum, aggregates and building materials). There is some

—_——

potential for growth in other traffics and for the development of
Speedlink, but the Committee advise that the Board should plan such
expansion very cautiously. The Committee consider that freight =
revenue may be significantly less in 1986 than that forecast in the
Board's 1982 Rail Plan, but if economies are achieved, forecast

costs could be reduced by up to £45m.

- "
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1%. Chapter &4

+hat the Board's

may err on the

improvements
1986 may be

e

14. Chapter 5 — Selling the Railway's Services: the Committ

see no necessary
customer-or
traffic unless it can

revenue of the railway

examjnationlof all the
ﬂ-'-"_—______-' = - ok -
Board's reduced fares scheme to establish their resource

implications and their continued validity. A sim lified fares
i 4

structure, which the Board are planning, is urgently required.
_.-——-—'_'_-_." .

The Committee consider that a brand manaf m%nﬂ marketing system
should be developed

effectiveness

should be greater central control over advertising eﬁpendiiure

by the Hegjana. Investment in automatic ticket machines and

automatic revenue collection should be given priority.

15. Chapter

chapter of
R Travers Morgan and Partners. A separate report sing

the resul

Chapter 6 on the
opportunities for savin 5 and efficiency improvements
identified by their consultants A summary of these
opportunities is given in paragraph 6.5 In all cases, the
savings have been judged against 1981 results on the assumption
that the measures necessary for their achievement had been
taken before that date T'his assumption was necessary because
the study had to use the latest available factual records,
wh*gr were for 1981, but the Committee point out that
savings actually achievable in later years would not necessari
be the same.
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21. Chapter 8 Investment: The Committee consider that

the Board are over—-estimating the need to increase rail

investment ovér the next ade I'ney could achieve their
S ——————————
o

aims more efficiently, at less cost, and in some respects the

planned increa: in the volume of investment is unnecessarily
large. In particular planned investment expenditure on track

-

and signalling 1d be reduced.

22. The Committee say however that the Board should increase
their investment on

increase efficiency.




CONFIDENTIAL

modernisation, automatic ticket-issuing machines, radio
signalling and ‘equipment needed to reduce the costs of
infrastructure renewal and maintenance. The Committee also
endorse the Board's vie 1at investment in traction and
rolling stock will need to be increased substantially in
the late 1980s,

3. The Committee did not look in detail at + arguments

or main line e 7 o0 o
—_— 7
need review in ti} ght

level of investment

= 4 » S
improvements in operating

to the téning of
schemes, and should
here either the
longer be used in
iWbstantial efficiency
improvements are obtained and rapid pay back of invested

apital is achieved;

thorough review of the Board's internal procedures
for project appraisal is required, and a substantial
programme of backchecks should be carried out. The
Department should gradually withdraw from project
appraisal;

t e is little scope for introducing private capital 1nto

3
rail investment because of the Treasury's rules.

25. Chapter 9 - Management, Manpower and Information: the

Committee commen

d the Board's introduc of sector management,

but consider that give further authority.

26,
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provide the right guidance for Minister They refer to an alternative
of grant-aiding the traveller direct, rather than paying support to

the railway.

33. Chapter 12 - anning and the Railway's Financial Prospects:

the Committee are critic the methodology used to produce the

1982 Rail Plan. suggest that in future the Board should produce

one Plan, based on the most ikely course of events, built up from
material produced by sector, regional and functional management.
Resource provision should be planned on conservative assumptions about
demand, and contingency plans, with appropriate triggers, should be

prepared.

.34. The Committee make their own assessment of the railway's financial
prospects in 1986. They suggest that it is more likely that revenue
in 1986 will be lower than the Board's forecasts than that it will be

more. But scope is identified for reductions in the Board's planned

costs of some £220m. Such savings would be offset, to some extent,
by transitional costs, and any implications for revenue- or for

additional investment. Achieving the savings would require resolute

commitment by the Board, clarity of Ministerial policy and Government
.'_

assistance to meet transitional costs.

35. About £170m of the 5L reductions and savings identified would
benefit the Passenger business. The Committee conclude therefore

that the PSO grant irement f 1986 could be kept below the

levels of grant in . -hat Ministers considered appropriate
between 1975-80. If the rallway achieves cost reductions on the scale
outlined, the external finance requirement in 1985/86 might be about
£800m.

36. While there are further opportunities for efficiency improvements
and cost reduction by 1992, there are also likely to be increased
investment requirements. Nevertheless the Committee consider that

the PSO grant requirement in 1992 is likely to be no greater in real
terms than the present level.

KEY POINTS OF PART II

37. Part II of the Report considers
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current policies for the railway. Its_Preface considers the purpdﬁ_
of travel, and the possible grounds for subsidising it. The Committef‘
say that the Government should clearly state the grounds for future
rail subsidy, so that everyone should know what benefit the subsidy

is intended to achieve.

38, Chapter 13 - Development of the Options: The Committee's con-

sultants, R Travers Morgan & Partners, developed the network options
by producing a set of mathematical models, which could be used to
estimate the consequences in 1992 of particular sets of critical
assumptions. 1992 was selected because it was halfway through the
period of twenty

referred,  This application to the railway of transport modelling
techniques represented a development in rail system planning in this

country. a

39, Two "Reference Cases" (R1 and R2) were evaluated. These provided:

i) a "snapshot" of what the railway would be liké in 1992
e

assuming no material change from the present in network and

services

ii) a base case against whic Options involving changes in network

and services could be

The second Reference Case sumed a higher level of efficiency than

the first, +11]1 within the framework of the existing railway.

—

Lo, Six different options were evaluated:
H—_

—

A - a commercially viable railway, which might be sustained 1in

the long run with no financial support from public funds.

the same railway as A » which were added those loss-making
services - he resource cost of withdrawing the service

would be greatel that of retaining it.

a network omitting services with the most adverse operating

ratios, while leaving the network largely unchanged.

a network omitting further services with adverse operating

ratios, Luui’qxj the annual deficit to about £700m,

10
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C3 - a network omitting yet further services with adverse
operating ratios, limiting the annual deficit to about £500m.

a network that maintained existing connections with all

communities of more than 25,000 inhabitants.
In addition the Committee tested a 1 g} estment £ptlon (H).
41. The Committee stress that these options are no more than
11llustrations of the kinds of alternative networks which could be

provided.

42. Chapter 14 - Results of the Network Options: .The results of the

options evaluated are summarised in Chapter 14, ey points include;

Option A ~ this commercially viable railway included only about
16% of the present rail network, but would carry about 44% of the

%

passenger miles produced by the second Reference CaSe (R2).

Option B - the majority of commuter services were included in
this Option, in addition to those services in Option A. This
produced a passenger deficit of £72m, for about 55% of the
passenger miles carried in R2.

Option Cl- If the worst perf orming services were deleted, the
passenger deficit could be reduced by £180m from R1, while
retaining 99% of the network.

Option C2 - Further deletion of poorly performing passenger services

resulted in a passenger deficit of £690m, while 17% of the
network would be closed.

Option C3 - Reducing the passenger deficit to £564m would result

in 39% of the network being closed.

Option D - All communities with a population of 25,000 or more
could be retained on the network at a passenger deficit of £707m.
17% of the network would be closed, but 92% of the passenger miles
carried in the first Reference Case (R1) would be retained.
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Minority Report

Vs In the Minority Eﬂvp i r Goldstein sets out the main areas

&

w2 v

where he takes a diffe view from his colleagues He states
supports.

discharge

their report; their views

1975 level of PSO; and

railway.

D) ( : ! e TR e R » e o e, e e S SOl I M T S0
s h )L E | INTGIOC CLulon; L] \r( SLeln summarlises

reasons
compelled

formulating

term,
——

3.

ion of and reflection upon
the present position should precede the formula tion of long-
term options., This allowed little time for the
options, which should have been leveloped in paralle
examinatior

b, The Committee decided to sesk = base position against which

to evaluate possible changes of policy or practice in the out-
turn projected by BRB for the immediate future, BRB projections
however were not satisfactory A more useful approach would have
been to forecast results for a date sufficiently in the future

to be consistent with the terms of the study. Emphasis on the
next few years is not consistent with the Committee's remit

The 1992 Reference Cases should therefore be glven more weight
than the appraisal of the 1982 Raj Plan;

©. BRB's projections of revenue have been subject to less

serutiny than desirab

——

e ———




d. BRB's Rai lan projections were not soundly based.

vertheless ti ommlittee used them to underpin their

onclusions abo

e. Colleagues concluded that the level of financial support

by 1986 need not exceed the 1975 level in real terms.

Mr Goldstein considers there is little or no likelihood of

3l s
JLlE a

favoura

——

4., Chapter 3 - Financial Support For The Ra ilway: Mr Goldstein

indicates his general agreement with his colleagues' views on 'Travel
and Subsidy' in 1t ‘eface to Part II of their Report. But in
addition to the iteria £ subsidy listed in Chapter 11, he considers

that subsidy should not be gressive. Schemes which provide grant

aid direct to the traveller, or which relate grant, to &£he amount of

- —

travel undertaken, should

Dis The Committee's Report implied that it was important whether or

not the grant level in any particular year fell withfn the 1975 value

= = o . 3 Sy T . .
in real terms, il olasteln considers tThere is no intrinsic merit in
the 1975 value, and that the real issue is the size and quality of

railway the nation

that his colleagues' conclusion

the grant level within the 1975 wvalue
_—_—_—_-_-—
conclusion depends on advice from the

Board about furt efficiency initiatives, but the effects of these
on the Plan 'in the round' have not been considered. Nor is the

revenue estimate adopted the most likely to be achieved.

T In reaching his own c lusions about future results, Mr Goldstein

has related the past pattern of rformance to future projections.

—

He concludes that in the light of past results, achievement of the

1975 level of support by 1986 cannot be regarded as a practical
e .
proposition. He considers that it will be many years before the annual

—————

value of PSO and SRA can be expected to be stabilised, though by 5992

this should be achieved between £800-900m. However, all possibili-

ties for improving the financial position should be pursued.
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8. Mr Goldstein estimates thal net improve

£100m a year might be realisable

real fare increases in Lonc
‘_‘-"‘-'—-—-__

radical icing chnnges a

effects

9. Mr Ge stein considers that his colleagues' comment on the ne

inadequate and makes some further observations:

number of efficiency measures;

could be maﬁe by quite small’ reductions

1

as 1llust by Option C1, This

—

would be achievable earlier th: substantial
this Option could be made the first step to more

Option C1 shows similar savings to the second

of all paﬁsenger miles

with the Reference Cases. oudes closed would

be mainly in the North of Scotland, Wales, East 4Anglia and the

South West;

reconnecting communitie [ great han 25,000
population need not require maintenance of the exi ng service
pattern. f only minimal service were ide the additional
annmual costs against Option C2 would be or some £3.5m against
£17m

e. If reductions beyond Option C3 wer equired, it becomes
difficult to defin network which maintains services to the
major population centres and a recognisable route structure

other than a few

f. Further work would be required to establish whether Option A
could in fact be ommercial propositior Just over half the
sSurviving passenger miles are from the L&SE sector, the balance

being
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4 it ldsteil siders that thorough, rather than gradual
Te ! ig ol 0 = SCXNIANY o !
change to the Board's approach is required He believes some
———E
‘fire brigade' action is necessary.

15. On investment, Mr Goldstein agrees with most of what

colleagues say in Chapter o Jut he considers that a task

should be set up with some staff from outs 3R to seek

invegtment

possible
sector

geographic

better information

Overview: MNMr Goldstei

4

agrees with most of his colleagues' comments on relations between
Board and Department But he does not believe objectives set by the
Government should have three defined components - quality of service,

level of fares and level of support. Only two of these three
. e —
components should be specified, since e three together can be
R
achieved only at one particular level of :fflbloncy. The Department

i

has adopted the position that grant should not be increased because
e ——

there is sc« T cost savings, but have not shown that enough savin,

B ——

are avalilable, or that they can be achieved in tim

—

19. Rather than relying main: 1 the grant mechanism to ensure
increased 16y, T Department should concentrate on its role
in appointing 1 members. BRB management's present 'custodial!
approach is n ‘he mos onducive to greater efficiency.

The Department should choose key officers on the Board and uoncentrdt

on selecting the right management tean If it is not satisfied with

the commercial judgment of railway managemen t, the remedy is to appoi:
a different Board Lo do otherwise denies the Board's re

(=]

sponsibiliti




20. ) jstein expres
alternati

There 1S

Inter-City as

railway

gshould

22, Chapter 6 Ci lusions Nr Goldstein conclu

should
* the raillway.

1 L
tne Board.
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As I mentioned to you this morning, Douglas Hague has asked if

he can read a copy of the Serpell Report. We agreed that you

would need to consult the Prime Minigzér.

Douglas has been working with Mr Howell, together with Alan and

Ferdy, on the future of the railways bost—Serpell, and I am sure

that both Alan and Ferdy would wish him to be able to read the

report without delay. Douglas would be prepared to come into

the office to do so.

1
3

JOHN VEREKER
4 January 1983
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majority and minori eports of the Serpell Cor ;tee have been

members of th abinet on a se st and personal basis.

- + ~
i

Tim Plesher, I am enclosing 2 extra copies of these




DEPARTMENT OF TRANSPORT
VIARSHAM STREET LONDON SWIP 3EB

D“RD'lcE% Cq3jh&;!%icg245

Home OQOffice

50 Queen Anne's
LONDON

SW149AT

I enclose for the personal information of your Secretary of
State a copy of the majority and minority reports of the Comm-
ittee on the Review of Rail Finances, chaired by Sir David
Serpell, and of my Secretary of State's Parliamentary Written
Answer on 22 December, announcing tha he had received the
reports, The reports will be published very early in the New
Year, Meanwhile it 1s very important that nothing is said
about their contents.

I am copying this to the Private Secretaries to the Prime
Minister, and other Members of the Cabinet and Sir Robert
Armstrong, and to Mr John Sparrow,

N:

[ owt .LL-MLJ

[ topr

R BIRD
Private Secretary
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" HOUSE OF COMMONS

Mr John Townend (Con - Bridlington).

{_7’ To ask the Secretary of | for Transport, §f he hasg
now received the Report of > 1 David Serpell's Committee
on the Review of Rail Finances; and if he will make a statement.

MR DAVID HOWELL

I have now received he Committee's advice, There
o)

Q@ majority report, : ' : ltion a mi ity report by

Mr Goldstein. § ith - s of reference,
the Committee investij 1Y the improvements in efficiency
which would secure bet lnancial *Sults, and have illustrated
@ wide iange of options . °rnative longer-term policies,
but have not made recommendat i S, The Chairman of the

Railways Board and I will now be studying t} reports urgently,










PRIME MINISTER

SERPELL Report

This is just to let you know that Mr. Howell has abandoned

his plans to issue a summary of the conclusions of the SERPELL

Report, and will instead speed up publication of the Report
ﬂ,‘

as a whole. The Report has now been circulated to the
——————

British Railways Board (at the insistence of Sir Peter Parker)

and Mr. Howell would now like to circulate the Report on a

strictly confidential basis to Cabinet.

| —

]

29 December, 1982.
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POLICY UNIT

SERPELL REVIEW PIJ:

The report has not turned out quite as badly for us as it might.
ﬁ

PRIME MINISTER

The majority are critical of BR on almost every area.

Alfred Goldstein's minority report in effect rebukes his colleagues

for their failure to_follow through the logic of their criticisms.

Contrary to what David Howell says, it is helpful to have

a minority report which says the performance of BR is even worse

— R i |

than the majority says it is.

It is vital that we publish the whole report at the same

timgé‘ We must dispel the impression given in today's newspapers“

that the majority report is '"'mild" and "wishy-washy".

B ==
— - — T e

——— ey

Its conclugions are mild and wishy-washy. Its criticisms
_.-,
are not. I have listed some of the most striking criticisms in

the attached note to give you some idea of the overall picture.

BRB and the BRB Lobby in the Department of Transport are clinging

——
on to the conclusions like drowning men. One is tempted to say

that honourable men who had been criticised so comprehensively -

and by a former colleague and sympathiser.like David Serpell -

might in a better world,feel like resigning en bloc.

The essential point which Alfred Goldstein makes in his

minority report is that the terms of reference required the team

to report on 'options for alternative policies ... over the next

20 years'. The majority were extremely reluctant to address this
task. They spent most of the time examining the railways on the
basis of the BR plan - although they quickly realised that this

Wp— ey .
plan was totally unsound. Therefore, their conclusion that BR

might, just conceivableBe able to carry on with the existing level
#

of subsidy if certain improvements were made is equally unsound.
m
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The subsidy is now about E} billion a year and it will go on

rising unless BR takes a radical new direction under new leadership.
‘--—r""_, et

—

The Next Steps

David Howell will be bringing forward a paper in the New Year

with his views. But I think it is worth thinking ahead now as to

how we might proceed.

1155 We have to take a view on the reports once they are published.
S ——

We cannot just ignore the slashing criticisms of BRB. We cannot

fudge or delay until after the election.
-Illlu—--ﬂ--.ﬂ

% We have no time for primary legislation, and so large-scale

e TR
reform of the BRB structure is ruled out before the election.

‘We must work with the gz}ucture as dt s,

35 This points to changing the Board: its Chairman and enough

of its members to give the new Chairman a critical masé of support.

] " e - "
Alfred Goldstein makes the point that if we really wish to change

the direction of British Rail, we must nominate fresh executive

m‘“ﬁ

as well as non-executive directors.

—

4. We should then have to give the new Board fresh objectives

———y

to replace the 1974 Direction which instructed the Board to "provide

a public service which is ggherally comparable with that provided
at present" - and which is costing such huge sums of public money.
The more modest ambition which the new Direction could encompass
would be something like: '"to run an efficient railway service which
would provide full value for money to the public and to endeavour

to halve the level of Government support over the next five years'".

—

D, In answering the question "which lines are you going to

close?" the Minister could make the following points:
e Y

(i) it would be for British Rail to decide what services

to provide. The more efficiently they run existing services,
T

the less need to close lines. We would certainly not endorse

——

any particular network option - not least since these are

based on assumptions of only minimal increases in efficiency.
e 3

CONFIDENTIAL




CONFIDENTIAL

We should also point out that not even Sir Peter Parker

envisages the existing network as continuing indelimitely

[ —

———ay

without alteration;

(ii) the existing closure procedures would continue in force
but with the addition of

(e a Government guarantee that alternative bus services

would be provided of comparable standard, subsidised if need

e
be, as SUtIined in Chapter 16. Every effort would be made

to ensure that, unlike in the Beeching era, an alternative
‘_‘—5

use was found for any line which British Rail no longer

wished to operate.-.either by selling it to a. private operator
or by converting it to road or by preserving it as a bridlé way.

. e,

6. I do not under-estimate the political difficulties of adopting

even this approach. It would of course have been much easier
if we had not had this report facing us at this stage in the
Parliament. But if we wish to face reality and to maintain our
reputation - both with the voters and with the markets - as a

Government which does face realjty,then we cannot shirk this challenge.

FERDINAND MOUNT e

{1

e e
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THE MAJORITY REPORT'S CRITICISMS OF BR

Inter-City - Excessive optimism of BR's forecasts (2.11).

S b e

London and South-East Services - Uneconomic pricing of season

tickets (2.18).

i~

Provincial Services - Likelihood of continuing subsidy of £450 million

a year on existing size of level and service., Lack of specific
objectives devised by Board. Very poor value for public money
(2.31-2).

Saver Fares - Unrealistically high discounts and lack of co-ordination

between Sector Directors and Regional Managers - a recurring theme

makes nonsense of the majority's praise for the sector system (5.4-5).

Track Renewal - Scope for vast savings of up to_40% a year (6.15).

Track Maintenance - Scope for savings of up to 20% a year (6.17).

Mechanical and Electrical Engineering - Strong criticisms of the

"engineer-led" attitude of BR - too many designs for locomotives
and rolling stock, obsession with Advanced Passenger Train, muddled
efforts toreplace the DMU fleet (6.39-41).

BREL's Role - Inertia and inefficiency of a monopoly supplier.
P, E———

"The last occasion on which tenders were in fact sought for the

supply of the Board's rolling stock needs was in 1974 ... BRB is

The only major railway in the world, other than India, which manufactures
- [ i ]

its own stock." (7.4-6) BREL now earns less than 10% of its

revenue from customers outside British Rail.(7.15)._—5btions for

e =) k

change are listed at 7,30,

_—

Investment - Serpell concludes that the Board has over-estimated the

need to increase rail investment (8.9-10).

Electrification - BRB won't be able to meet the Government's criterion
R

for main line electrification (8.14).
——
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High Investment Railway - In 8,15-21, BRB's case is destroyed.

Over-optimism, lack of clear objectives and_obsession with fancy

s

e —————
projects like the APT are the main criticisms.
v ——— Bl

N

Engineering Data - Records of work done, time spent and unit

costs appear to be pitifully thin (9.17).

Ministerial Interference and Consistency - The conflict between

political pressure and economic aims is summarised in 10.9.
g TR -

BRB Planning - This is torn to shreds in 12,2-6. “Railspeak”

can scarcely be described as planning at all.

Longer-term Options - These occupy only g_fractioﬁ of the report,

although it was on _options alone that the team was asked to report.

The options were in fact reluct;ntly included only after strong

representation by Alfred Goldstein. They make it absolutely

clear that "i1f substantial reductiohs in the cost of the railway
to the tax-payer are required, major changes in the size of the
railway will be necessary'". The most useful diagram is 14.1 on
page 156 which shows how the reduction of route mileage sharply

reduces the Government subsidy needed.

Bus Substitution - Well described in Chapter 16 which points out
—————

the mistakes made during the Beeching closures (16.4).

The Minority Report - This closely argued piece of work draws

the conclusions that an unbiased reader would naturally draw

from the criticisms made i1n the majority report. I would commend

it as a general guide for the new management team at British Rail.

———

w9
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10 DOWNING STREET

From the Private Secretary 24 December 1982

Serpell Report

The Prime Minister has been thinking further about the
publication of the Serpell Report on British Rail.

She thinks that it would be a mistake to publish only the
conclusions of the Report in advance of publication of the full
Report. Mrs. Thatcher considers that publication of the conclusions
on their own might well give a misleading impression of the
Report as a whole, and she would much prefer that your Secretary
of State speeds up the publication of the full Report, and meanwhile

that nothing further is said by Departments about the content of
the Report.

I am sending a copy of this letter to Margaret O'Mara (H.M.
Treasury) and Richard Hatfield (Cabinet Office).

Richard Bird, Esq.,
Department of Transport.
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PRIVME MINISTER

SERPELL REVIEW OF BRITISH RAIL FINANCES

I have now received the advice of the Committee under
Sir David Serpell, There is a majority report, and in

addition a minority report by Mr Goldstein., I enclose a copy

of each. — \n aftochd W

The majority report will be very unwelcome to Sir Peter
Parker and the Railways Board. It finds no evidence of a backlog
of maintenance, no case at present for an increase in investment -
though more will be needed in the second half of the decade - no
case for a high investment strategy, substantial room for
economies over the next 5 years, significant deficiencies in
the engineering functions and in the Board's planning system
so far., It strongly commends the direction of the management
changes which Sir Peter Parker, and the Chief Executive Bob
Reid have introduced this year, and does not discuss how to
overcome the institutional and industrial obstructions to
change, For the longer term, the Committee set out a wide range
of options on extent and level of resil services.

Mr Goldstein's minority report supports the findings on

engineering but dissents from the majority on a number of specific
points leading him to conclude that the early savings are
unlikely. He argues that the fundamentsl issue is to decide
long-term policy on network size and he would have preferred a
deeper examination of alternatives,

Although it is not helpful to have a dissenting report, the
Committee's advice does give us a substantial base on which to

establish robust and effective policies towards the railway, but




there will obviously be very large problems in carrying them
through, As soon as I have studied these reports further I
will set out for you my views on the central policy issues,

and how we need to deal with them,

But, immediately, there will be intense speculation and
risk of leaks, So far the temperature has been kept low, and

the reports which were circulating over the minority view

have not surfaced. We must now act promptly to limit as far

as possible the risk of strong speculation of "Beeching cuts"
and particularly of any leak out of context of some of the

options discussed,
I propose to proceed as follows,

First, I will at once inform Parliament by a written answer
that I have received the Committee's advice, that there is a
majority and a minority report, that in accordance with their
terms of reference the Committee have set out a wide range of
options but make no recommendations, and that we are now

studying the reports,

Second I propose to limit very tightly over the next few
days the number of copies in circulation, I cannot defer
giving Sir Peter Parker the opportunity to read the reports
but I am giving him copies only on the strict understanding
that at this stage he will consult only one or two colleagues,
I am sending a copy of this minute and a copy of the majority
report to the Chancellor of the Exchequer (I shall send him a
copy of Mr Goldstein's report as soon as further copies are
available), but I am not sending copies to other colleagues,
nor will copies go to officials in other Departments, In my
own Department the circulation is very tightly 1limited,




Next week I propose to put out a press statement saying
that the reports will be published as soon as possible in
January, subject only to any deletions for commercial
confidentiality, and that the Government will make a full
statement when they have considered the report and consulted
the Railways Board, With this statement next week I would
publish the text of the conclusions section of the majority
report on pages 164 and 165, and Mr Goldstein's conclusions
on pages 46-48 of his report. That is I think as much as we
can do to limit the damage from selective leaks, although
there will continue to be speculation, I will then aim at

publication as soon as possible,

94

DAVID HOWELL

22 December 41982




Treasury Chambers, Parhament Street, SWIP 3AG

Hon David Howel:
2cretary of State
Department of Transport
2 Marsham Stree

London SW1P 3EB 15 December 1982

You wrote to me on 10 December seeking comments on the terms of

=

4
e
the announcement of British Rail's Grant Ceiling for 1983.

I am gene ly content with the £ raft statement. 1
should like to suggest new first sentence making it clearer
that grant B X ail forms part of the already agreed EFL

o)

for 1983-84,

"Grant to British Rail forms part of their EFL which was

announced 8 Nove er Within that I have informed..."

As your statement makes clear, the amount of grant actually
payable will depend on a detailed consideration of the Board's
claim. T hope this will allow us to improve the final position
further.

I am copying this letter to the Prime Minister, the Leader of the
House and the Chief Whip.

LEON BRITTAN
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Qo

’Q ANNOUNCING 1983 PSO GRAI

To ask the Secretary of State for Transport, if he has
decided what 1limit he will be placing on Central

Government PSO grant payments to the British Rail Board

in 1983, and if he will make a statement.

I have informed the British Railways Board that the
PSO grant ceiling for 1983 will be set at £860m. After
taking into account expected movements in prices, this is

broadly equivalent to the grant ceiling of £804 million

which I originally set for 1982z, On & November*l announced

that the 1982 ceiling would be increased to £83%7m to provide
for additional redundancy ci S The ceiling I have set
s

for 1983 will therefore require improvement

va 4 o] e R TaT:
financial performance

The amount of grant payable will depend on detailed
consideration of 1 claeim [ intend, however, to continue
thie arrangement I introduced i: 382 of ring fenelng the
budgeted expenditure on renewal and replacement of
infrastructure, this work if the
Board run into difficulties on other +8 of their
budget. I similarly intend to ring fence the budgeted

provision for redundancy







10 DOWNING STREET

From the Private Secretary 9 December, 1982

THE SERPELL REVIEW OF RAILWAY FINANCES

The Prime Minister was grateful for your Secretary of
State's minute of 7 December about the Serpell Committee's

Review.

The Prime Minister agrees with your Secretary of State's
proposals for handling the report. She thinks that it would be
useful if a few days breathing space could be secured after your
Secretary of State has received the report and before this fact is
publicised. Thereafter she hopes that publication could take place
as quickly as possible. Finally, the Prime Minister hopes that
Sir David Serpell and his Committee will submit the report in the
very near future, since the longer it is delayed, the more press

speculation there will be.

I am copying this letter“to John Kerr (HM Treasury),

David Heyhoe (Lord President's Office) and Richard Hatfield
(Cabinet Office).

R. Bird, kEsg.;
Department of Transport
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I understand from Sir David Serpell that his Committee will
do their utmost to submit their report to me by the end of this
week or very early next week. Some press speculation has already
started, and we shall need to move fast so as to keep the

initiative in our hands.

Sir David has been very careful not to tell me. what will

be in his Committee's report, But I am in no doubt that, in
accordance with their terms of reference, they will present us
with radical choices for the future size and shape of the

railway, and its finances,

In my statement on 5 May, I said that the setting up of this
ingquiry followed a proposal by Sir Peter Parker and the Railways
Board last year, and that I intended to consult the Board upon
the conclusions before reaching decisions concerning the future
of the railways I also made it clear that the Committee's

conclusions would be available for publication,

Since the report must go to the Board it is only realistic
to assume a strong probability of leaks., There is anyway bound to
be a good deal of speculation, and the lobbies will use this to
try to press us for assurances which would reduce our room for

manoeuvre,

As soon as I have the report I will let you have a summary.
My present view is that it would probably be best to announce
very quickly that the whole report will be published - subject
only to safeguarding commercial confidentality. I would also
want to make it clear that publication was bound to take some

\ weeks and that the Government would not be taking any decisions
until after the report had been published., This should both




reduce the risk of pressure for immediate decisions, and should
lessen, though it cannot eliminate, the risk that leaks or
speculation will give the public, and the railway industry

itself, a distorted idea of the nature of the report.

I will follow this up with a paper to colleagues on the
policy decisions we need to take, with the aim of reaching

conclusions as soon as poseible in the New Year,

I am sending copies of this minute to the Chancellor of
the Exchequer, the Leader of the House and to Sir Robert

Armstrong.

4

/\

DAVID HOWELL
7 December 1982
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THE SERPELL INQUIRY

I understand that the Report of the Serpell Inquiry into @ Ent.
the finances of British Rail is now expected towards the
end of this year, having slipped by a week or two. The inquiry Aﬁb)!i/”
team seem to be keeping their conclusions quite close to their
chests, and although rumours abound, there is no hard information

about what they will come up with.

But it was always in the nature of their task that the
recommendations would have to be controversial. Anyone looking
at British Rail is bound to conclude that some lines must be
closed; that some further decline in the freight business
must take place; that prices of some commuter services must rise;
and that substantial extra investment is required if the existing

capital stock is not to deteriorate further.

I am worried about how all this is going to come out. As
soon as it is delivered to the Government and to the BR Board,
we must expect it to leak to the Press within a matter of days,
if not hours. There has been no official or Ministerial
preparation for that event, and we shall find ourselves in a
CPRS/NHS situation, ie of having to deny intentions which we

might actually rather like to pursue quietly.

Would you think it worthwhile your having a word with
Mr Howell's office to see how he intends to handle the report
in the first few days? If you prefer, I could of course do
this at official level, but the initial public reaction is bound
to be very much a matter for Ministers. There will of course
have to be extensive official analysis of the report, and that

will require -appropriate machinery (in which I would hope to
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be involved) but we can worry about that later.

\/

17 November 1982
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You wrote on 30" September recording the Prime Minister's
comments on British Rail's proposal for a 10,.8% fare increase.
In the light of this my Secretary of State has discussed with
Sir Peter Parker the case for a lower fares increase.

The Board had decided on a 10.8% increase from 28 November
as part of their drive to recover the deterioration in their
finances over recent years., They are making strenuous efforts
to cut manpower and other costs, improve productivity and
maximise sales of assets, Their commercial Judgment supported
a fare increase some way ahead of inflation, particularly as
last year's increase proved in the event to be 2% below the
level of inflation, and they need to avoid stimulating
uneconomic demand on inter-city services which would stand in
the way of the service cuts needed to enable this sector to
meet its financial target.

Though my Secretary of State has, of course, no locus to
intervene in the Board's commercial pricing decisions, he
pressed Sir Peter Parker strongly to reconsider the increase in
the light of the clear evidence of a continuing fall in the
inflation rate, He has now discussed this with his Board.
Although on a purely commercial Judgement, they would want to
keep the increase at over 10%, they see the difficulties of
such a high increase iT the wider context. They have therefore
agreé3-T3EE?TEE—TEE_TEE?EEEE'HEWE_zg one ofZ% across the
board, with higher increases on some specific fares where they
are Jjustified by new investment in higher quality, or marketing
reasons. Because of the time needed to prepare for general
changes in fares, the increase will be deferred to 9 January.
They plan to announce it on 15 October. S~ —
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The Board estimate the loss of revenue to be some
£10m-12m in 1982/83 and £%2£;£20m in a full year. My
Secretary of State has made it clear to Sir Peter Parker
that the cost will have to be found within their EFL for
the current year. (Mr Howell has recently agreed with the
Chief Secretary that the present limit should be increased to
£930m, solely to reflect the additional costs of a faster
rate of redundancies this year which the Board put in hand
during the strikes.,) The extra cost of the lower fares
increase in 1983/84 will have to be contained within the
EFL of £973m which my Secretary of State had agreed with
the Chief Secretary during the bilateral discussions last
month,

I am sending a copy of this letter to Margaret O'Mara
(HM Treasury), Jonathan Spencer (Department of Industry),
John Rhodes (Department of Trade), David Heyhoe (Lord
President's Office) and Richard Hatfield (Cabinet Office).

7ﬁw& ﬁmmdﬁ’
AR

R. BIRD
Private Secretary
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