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LENT IS THE PROPERTY OF HER BRITANNIC MAJESTY-S GOVERNMENT 

C(79) 48 COPY NO 
23 October 1979 

C A B I N E T 

N A T I O N A L I S E D INDUSTRIES 1 C A S H L IMITS 

Memorandum by the Chancel lor of the Exchequer 

1. The M in i s t e r i a l Committee on Economic Strategy (E) invited me on 
20 September to br ing forward proposals i n October for cash l i m i t s for 
nationalised industr ies on the l ines set out i n Annex A . 

2. It i s now urgent to set the l i m i t for coal before the wage negotiations 
on 31 October and it i s not desirable to set the coal l im i t i n i so la t ion . I 
hope that we can settle most of the other l im i t s but I recognise that i n view 
of decisions taken recent ly by E Committee i t wi l l not be poss ib le to do so 
this week for the E l e c t r i c i t y Boards or for the Gas Corporat ion . T h i s 
paper accordingly excludes e lectr ic i ty and gas f r o m the present d i scuss ion . 
We can defer publication t i l l later i n November which wi l l leave t ime for 
any further consultation that i s needed with the nationalised industry 
manag em ent s. 

3. The re i s no s imple or mechanist ic way of a r r i v i n g at satisfactory 
cash l imits for national ised industr ies which wi l l exert an adequate 
discipline and at the same t ime satisfy the c r i t e r i on of r e a l i s m (which E 
Committee has since endorsed for the Rate Support Grant (RSG) cash l im i t ­
see C(79) 47). 

4. Apa r t f rom these general requirements , the following points, which 
may to some extent conflict, a re relevant to setting the l i m i t s : our Ju ly 
public expenditure decis ions, as modif ied since, e. g. by the E Committee 
decisions on gas and e lectr ic i ty ; the indust r ies ' r ev i sed financing 
forecasts; our own economic forecasts and i n par t i cu la r the Industry A c t 
forecast published during November; the starting point agreed i n 
September that cash l imi t s should look for a reduction i n r e a l labour costs 
per unit of output; compatibi l i ty with the R S G cash l i m i t which i s to be 
published on 16 November and with i t s public presentat ion. 
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THE S P E C I A L N A T U R E O F N A T I O N A L I S E D I N D U S T R Y L IMITS A N D 
THE CHAIR M E N ' 3 VIEWS 

5 . The Cha i rmen have stressed i n the paper sent to me by-
Sir Wi l l iam Bar low on 18 October (reproduced at Annex C) the specia l 
nature of cash l im i t s for the nationalised indust r ies . These apply to their 
external financing i e . the difference between their capital requirements 
and their internal r e sources . The amount of finance they need i s thus the 
difference between much l a rge r flows of revenue and expenditure. They 
have pointed out that the difference between Departments and trading 
organisations has been acknowledged since cash l im i t s were introduced. 

6. Our p redecessors ' 1976 White Paper pointed out that because 
financing needs a re dependent on trading conditions the external financing 
figures would be: 

"treated as a f o rm of cash l i m i t " which "cannot be immutable . . . . 
l ike pr ivate sector companies, their revenues and expenditures 
depend on trading conditions. T h e r e may well be causes quite 
beyond the control of a par t icu la r industry, ref lect ing not at a l l 
on i ts efficiency, which would make i t exceed its borrowing estimate. 
A n example would be a change i n the forecast cash flow of an energy 
industry caused by an exceptional winter". 

"Nevertheless , there wi l l be no presumpt ion that a financing deficit 
wil l be met by a further injection of external f inance. " 

I think this expresses a sensible approach to the specia l f o r m of cash l i m i t . 


It would show that we recognised this i f we adopted the Cha i rmen ' s suggestion 


and used the t e r m "external financing l i m i t " i n future instead of " ca sh l i m i t " . 


7 . I am sure we cannot accept the Cha i rmen ' s proposa l that we should 
publish only a global l im i t for the industr ies taken together. T h i s would 
exercise no disc ip l ine whatever. Nor can we accept i n advance and as a 
general pr inc ip le that i f p r i ces or pay r i s e faster than assumed at the t ime 
the limit i s set we wi l l agree to inc rease i t . We cannot, however, deny 
that if this happens, the Corporat ions can reasonably expect the Government: 

"either to recons ider their . . . . l im i t s , or a lternatively to accept 
the need for whatever action i s necessa ry to enable them to stay 
within those l i m i t s " . 

Where i t i s not pract icab le to cut costs sufficiently, this i s bound to have 
l mpl i c a t ions for p r i c e s . Sponsor M in i s te r s w i l l wish to consider the 
Chairmen's suggestion that there should be an exchange of letters about the 
assumptions underlying the l i m i t s . If such letters a re exchanged, I should 
Q f course l ike m y off icials to be consulted before this i s done. 
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THE P R O P O S E D LIMITS 

8 . The cash l im i t s proposed i n Annex A are more l i ke ly than those 
set i n the past to b e difficult for the industr ies ; but i t i s essential that we 
keep i n mind i n this as i n other cases the narrow l i m i t s on the amount of 
money we can make avai lable. The economic prospect has worsened both 
for inflation and for growth and the industr ies have not yet fully adjusted 
to th i s ; perhaps part ly because t h e l im i t s are being set ea r l i e r than 
normal. Secondly many of the potential remedies for threatened breaches 
have already been adopted as contributions to the publ ic expenditure 
reductions e .g . on p r i c e s and de-manning and on postponement of 
investment by the Post Office and the e lect r ic i ty industry . T h i s leaves 
l itt le room for manoeuvre to meet contingencies. The f igures i n Annex A 
are generally bb.seu on the industr ies ' own assumptions about movements 
in relevant p r i c e s and costs, including wage costs. These are broadly 
consistent with the comparable assumptions made i n the R S G context. I 
have regarded the Ju ly f igures decided by Cabinet, i nc reased to al low for 
price increases between this year and next as setting an upper l im i t to the 
external financing to be made avai lable. 

9 . Annex B, which has been prepared by T r e a s u r y of f ic ia ls , comments 
on some of the individual indust r ies . It br ings out any inconsistencies 
with paragraph 2, disagreement between Departments , and the r i s k s 
involved, pa r t i cu la r ly where off icials judge that the industr ies do not i n 
practice have plausible remedies for a threatened breach open to them. 
British Steel and B r i t i s h R a i l are cases i n point. 

INFLATION A S S U M P T I O N S A N D P A Y 

10. Most of the industr ies have assumed that the new settlements are 
no higher than or the same as their own assumptions about inflation, which 
are i n several cases lower by 2 or 3 percentage points than now seems 
likely. Th i s wi l l not ensure i n every case that unit labour costs wi l l be 
lower in r ea l t e rms during 1980-81 as a whole than i n 1979-80. The ma in 
reason i s that the 1980-81 wage b i l l i s pushed up (more than the 1979-80 
wage bill) by the second stage of 1979 settlements paid late i n the year . 
Some increase i n r ea l unit labour costs seems l i ke l y on r a i l and postal 
services, where output i s expected to be fal l ing, ref lect ing i n the case of 
ra i l the prospective decl ine i n r ea l G ro s s Domest ic Product (GDP) . In 
some of the smal le r industr ies eg. docks and road transport , pay l eve l s 
are influenced by settlements elsewhere i n the industry . However i n the 
cases of telecommunications, steel , coal , a i rports and airways, the f igures 
imply reductions i n r ea l unit labour costs . 

tt* F o r the reasons given i n paragraph 8, the proposed l im i t s are l i ke ly 
to be tight. E a c h 1 per cent by which the industr ies have underest imated 
n o n - l abour costs would add about £200 m i l l i o n to their aggregate expenditure 
a n d a 1 per cent change i n labour costs adds £120 m i l l i o n . The industr ies 
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may also have underestimated the effect o i the r eces s i on on sales revenue 
eg. B r i t i sh R a i l . On balance I do not propose further reductions below 
the figures d iscussed with the industr ies i n the light of Mini&ters ' Ju ly 
decisions, i n an attempt (which might well fail) to enforce reductions i n 
real unit labour costs between f inancial yea r s i n every case . 

P R O C E D U R E 

12. I understand that the industr ies have not yet f inal ly accepted the 
proposed l im i t s although they are aware of the sort of f igures we have i n 
mind. I suggest, that i f the l im i t s i n Annex A a re agreed, the next step 
should be for sponsor M in i s t e r s to d i scuss them with their Cha i rmen . 
It is possible that the Cha i rmen wi l l p ress for an ear ly co l lect ive meeting 
to discuss the memorandum sent by Sir W i l l i a m Bar low. I hope i t wi l l 
be possible to avoid such a meeting before the cash l im i t s are published 
on the grounds that the paper i s too important and has a r r i v e d too late to 
be adequately d iscussed i n the short t ime avai lable . But we could say 
meanwhile that we welcome the paper and look forward to a d i scuss ion 
later, which wi l l affect the next round, 

PUBLICATION A N D P R E S E N T A T I O N 

13. Although the d iscuss ions I have suggested should take place quickly, 
it would probably be best to postpone publication unti l 20 November, the 
same day as the R S G l i m i t for England and Wales i s publ ished. T h i s 
should allow t ime to settle the l im i t s for the e lect r ic i ty and gas indust r i es . 
We will presumably want to stress both the difference between the two 
kinds of cash l i m i t and the difference between the c i rcumstances and 
assumptions relevant to individual indust r ies . But on the f igures I am 
proposing we should be able to say that the range of assumptions about 
inflation used was i n broad te rms consistent with the figure of 13 per cent 
highlighted i n the presentation of the R S G l i m i t . Both the R S G and the 
nationalised industry f igures wi l l need to be defensible i n re lat ion to the 
Industry Ac t forecast whether it comes out before or after 20 November . 

CONCLUSIONS 

14. I ask m y col leagues: 

a. to endorse the approach to nationalised industry cash l im i t s 
and to the Cha i rmen ' s proposals set out i n paragraphs 5-7. 

b. To agree to set cash l im i t s at the leve ls i n Annex A and to 
the proposals i n paragraphs 12 and 13. 

G H 

Treasury Chambers 

23 October 1979 
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ANNEX A 

NAT IONAL ISED I N D U S T R I E S 

P r o p o s e d E x t e r n a l F i n a n c i n g L i m i t 1 9 8 0 / 8 1 

£ m i l l i o n 

N a t i o n a l C o a l B o a r d 810 

BNOC 101 

B r i t i s h S t e e l C o r p o r a t i o n ^50 

Post O f f i c e 

B r i t i s h A i r w a y s B o a r d 

B r i t i s h A i r p o r t s A u t h o r i t y 

B r i t i s h R a i l w a y s B o a r d 

B r i t i s h T r a n s p o r t D o c k s B o a r d 

B r i t i s h W a t e r w a y s B o a r d 

N a t i o n a l F r e i g h t C o r p o r a t i o n 

N a t i o n a l B u s Company 

S c o t t i s h T r a n s p o r t G r o u p 

B r i t i s h S h i p b u i l d e r s 

65 
205 

20 

705 
-10 

30 

2k 
77 

9 
130 

B r i t i s h A e r o s p a c e n . a . * 

V1ew o f t h e i m p e n d i n g p r i v a t i s a t i o n o f t h e C o r p o r a t i o n , i t i s p r o p o s e d 
't to p u b l i s h a n e x t e r n a l f i n a n c i n g l i m i t  . 
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NATIONAL COAL BOARD (NCB) 


I Committee on 17 October (E ( 79)12th Mtg, Item 1) agreed t h a t 
the t o t a l e x t e r n a l f i n a n c i n g f i g u r e f o r the NCB i n 1980/81 at 
1979 Survey p r i c e s should he £613 m i l l i o n ; the s p l i t of t h i s 
total f i g u r e between g r a n t s and net borrowing, has y e t to be 
agreed. 

2. The NCB i s assuming p r i c e s w i l l r i s e by 15% i n 1979/80 
over the p r e v i o u s y e a r and by a f u r t h e r 15% i n 1980/81. Moreover, 
it is assumed t h a t wage i n c r e a s e s i n 1980/81 w i l l be i n l i n e w i t h 
the general r a t e of i n f l a t i o n and t h a t the i n c r e a s e d wage c o s t s 
Kil l feed through d i r e c t l y to p r i c e s i n l i n e w i t h g e n e r a l i n f l a t i o n . 
E Committee agreed t h a t e x c e s s i v e wage s e t t l e m e n t s would have to 
be financed by i n c r e a s e s i n the p r i c e of c o a l . (Note : NCB 
costs are i n c r e a s e d by some £20 m i l l i o n f o r every 1% s h o r t f a l l 
in p r o d u c t i v i t y . 1% on t h e i r pay b i l l adds £18 m i l l i o n to 
their costs.) S i n c e i t i s a l s o assumed t h a t there w i l l be a r i s e 
in p r o d u c t i v i t y of 2%, the NCB assume f o r purposes of the cash 
Units that t h a t p a r t of u n i t c o s t s a t t r i b u t a b l e to pay' f a l l s i n 
real terms. In view of past performance t h e r e must be c o n s i d e r a b l e 
toubt about t h i s assumption. 

3. On the b a s i s o f the NCB assumptions and the E Committee 


aecicion the e x t e r n a l f i n a n c i n g l i m i t f o r the i n d u s t r y i n 1980/81 

would be £834- m i l l i o n . However, the NCB have made c e r t a i n e x t r a 


allowances f o r cost i n c r e a s e s which take the t o t a l beyond the 

limit i n d i c a t e d i n paragraph 8 of the C h a n c e l l o r ' s paper. The 


Proposed l i m i t has t h e r e f o r e been r e s t r i c t e d to £810 m i l l i o n . 


^ If enhanced redundancy payments are agreed then the cost 

l s
 to be met from w i t h i n the £513 m i l l i o n r e f e r r e d to above. 


^ Without the c o n s t r a i n t of the NCB/CEGB agreement on c o a l - t a k e 


the NCB b e l i e v e t h a t p r i c e s could r i s e by about 17% 5 which might 

a^ov; a wage settlement of a s i m i l a r order. .But i  f the settlement v 

W a G


-

 much above t h i s there could be marked d i f f i c u l t i e s about 
r a i s i r ig p r i c e s to the extent necessary; t h i s would p a r t i c u l a r l y a f f e c t 
the NCB's market share compared w i t h imports i n l a t e r y e a r s . 



ISH NATIONAL OIL CORPORATION 


July p u b l i c "expenditure d e c i s i o n implied a 1980/81 e x t e r n a l 


ncing requirement f o r BNOC of £100 m i l l i o n at Survey p r i c e s , 


have since then r e v i s e d t h e i r o i  l p r i c e and exchange r a t e 


options f o r 1980/81 from £ 2 2 . 5 0 / b a r r e l and £1 = £2.00 to 

11/barrel and £1 = £2.10. This has i n c r e a s e d t h e i r estimated 


rnal resources, a l l o w i n g a r e d u c t i o n i n BNOC' s e x t e r n a l 


ncing requirements to £80 m i l l i o n at Survey p r i c e s . 

t 


BNOCs o i l p r i c e and exchange r a t e assumptions are c l o s e to 

ent Government f o r e c a s t s , e s p e c i a l l y when combined i n an 


led s t e r l i n g o i l p r i c e . BNOCs assumption about i n f l a t i o n , 


13.25% f o r 1980/81 on 1979/80, and t h e i r d e f l a t o r of 1.266 
rela t i v e l y low. However BNOCs own c a l c u l a t i o n s , on which 
agreed Survey f i g u r e s are based, are made at o u t t u r n p r i c e s ; 
their revenues and a s u b s t a n t i a l p r o p o r t i o n of t h e i r c o s t s 
not p r i m a r i l y determined by UK p r i c e l e v e l s . The o u t t u r n 
0/81 external f i n a n c i n g requirement of £101 m i l l i o n i s ' t h e r e f o r e 
ed on BNOCs d e f l a t o r . BNOC make no separate pay assumption, 
ce their pay b i l  l r e p r e s e n t s l e s s than 1% of t h e i r c o s t s . 

herto, BNOCs outturn, e x t e r n a l f i n a n c i n g requirement has not 


mally counted as a cash l i m i t . BNOC has been seen as 

Que among p u b l i c s e c t o r c o r p o r a t i o n s i n the extent to which 

P constituents of i t s e x t e r n a l f i n a n c i n g requirement are not 


bin i t s c o n t r o l . I t s revenues depend e n t i r e l y on f l o w s of 

from f i e l d s , which cannot be in c r e a s e d at w i l l ; on the 


a? price of o i l , which i s detex-mined o u t s i d e the United Kingdom 


pnnental S h e l f ; and on the s t e r l i n g / d o l l a r exchange r a t e , 


rthermore, a l a r g e p r o p o r t i o n of BNOCs c a p i t a l expenditure 


contractually determined by i t s p a r t n e r s i n developing 


-as. Since BNOCs pay b i l l  i s such a small p r o p o r t i o n of 

l r
 costs, a cash l i m i t would not c o n s t r a i n i n c r e a s e s . 




TISH STEEL C.OEPOEATION 


Corporation are ready to accept an e x t e r n a l f i n a n c i n g l i m i t 


£450m which corresponds to an assumption of break-even on the 
fit and l o s s account. . Th i s f i g u r e has been p r e s c r i b e d by the 
retary of St a t e rather d e r i v e d from p r o j e c t i o n s of o p e r a t i n g 

suits. The Co r p o r a t i o n are assuming i n c r e a s e s of about 
per cent i n p r i c e s and 5 per cent i n pay, any f u r t h e r 

creaent i n pay l e v e l s being covered by s e l f f i n a n c i n g p r o d u c t i v i t y 
'als. ( I S T C s c l a i m i s i n excess of 20%, but the C o r p o r a t i o n 
an to hold f i r m . ) With s t a f f l e v e l s b e i n g s t e a d i l y reduced, 
is should mean th a t r e a l u n i t wage c o s t s v / i l l f a l l : but there 

! 

a r i sk that they w i l l r i s e i f the market d e t e r i o r a t e s f u r t h e r 
'd BSC are unable to match c a p a c i t y to demand i n the short run. 

The main t h r e a t to the l i m i t comes from the poor market 
ospects, exacerbated by the e f f e c t of a strong pound. The 
rporation would be r e l u c t a n t to s w i t c h cash from c a p i t a l 
vestment to fund l o s s e s , but a f a s t e r c o n t r a c t i o n would 
crease immediate cash needs to f i n a n c e redundancy and c l o s u r e 
sts. Some upward r e v i s i o n i n the l i m i t might w e l l be the 
cferable course i f c o n t r a c t i o n has to be a c c e l e r a t e d , i n order 
reduce the requirement f o r e x t e r n a l f i n a n c e i n l a t e r y e a r s . 



ST OFFICE 

cause of the telecommunications b i l l i n g b a c k l o g the Post O f f i c e 


11 get a w i n d f a l l b e n e f i t i n 1980-81 (matching t h e i r 


79/80 excess) c u r r e n t l y put at n e a r l y £400m, but l i a b l e to 


I
ange by quite l a r g e amounts. O f f i c i a l s recommend t h a t the 


ternal f i n a n c i n g l i m i t should be set net of t h i s w i n d f a l l and 


ould be l a t e r adjusted to take account of i t , when the p r e c i s e 


jure i s known. 


The proposed Post O f f i c e cash l i m i t of £65m assumes a year 


year increase of 1 J % i n the RP.I, and an 11% b a s i c pay i n c r e a s e 

'.r both Businesses, which when added to the r e s t r u c t u r i n g pay 


creases already agreed t h i s year g i v e s a t o t a l pay i n c r e a s e 

; 15.8% f o r Posts and 18 .5% f o r telecommunications. On t h i s 


asis, and w i t h constant s t a f f numbers, r e a l c o s t s per u n i t 


f output w i l l r i s e i n the p o s t a l s e r v i c e s , although they 


hould continue to f a l l i n telecommunications and there should be 


one longer term b e n e f i t s from r e s t r u c t u r i n g . 


The proposed l i m i t i s £85m h i g h e r than the J u l y d e c i s i o n . 


Ms r e f l e c t s : 


i . The impact on c o s t s of the computer b i l l i n g 


dispute ( i n which the unions gained n o t h i n g ) ; 


i i  . The need i n telecommunications to avoid damage 


to the s u p p l i e r i n d u s t r y , and the Post O f f i c e d e s i r e 


to avoid t a r i f f i n c r e a s e s which they c o n s i d e r would 


be p r e j u d i c i a l to the f u t u r e of the b u s i n e s s . 


view of the f a c t s that i n f l a t i o n has pro b a b l y been underestimated 


that higher c o s t s can o n l y be recovered w i t h a time l a g , the 

âirman would s t r o n g l y r e s i s t 'any lower f i g u r e . 




T I S I I AIRWAYS 


Department of Trade o f f i c i a l s propose an e x t e r n a l f i n a n c i n g l i m i t of 
Oin. This r e f l e c t s a p r o j e c t i o n of BA's t r a d i n g r e s u l t s which 
owe for i n c r e a s e s of 15% and about an 8% i n c r e a s e i n b a s i c 
offset by 5% s t a f f r e d u c t i o n s , r e v e r s i n g past corporate p o l i c y 
maintaining employment s t a b l e ( d e s p i t e overmanning). Thus 
l u n i t wage c o s t s should f a l l  , meeting M i n i s t e r s ' s t i p u l a t i o n . 

Such a l i m i t would be £15m above M i n i s t e r s 1 ( r e v a l u e d ) J u l y 
eision on the investment and f i n a n c i n g review. The i n t e r v e n i n g 
iod has seen a sharp r i s e i n f u e l c o s t s , a matter o u t s i d e 
s control, worsening t h e i r cash f l o w by some £66rn - a problem 


cerbated by the C i v i l A v i a t i o n A u t h o r i t y ' s c u t t i n g by £30m 
grounds of BA's low p r o d u c t i v i t y ) proposed f a r e i n c r e a s e s 

'ch would have helped o f f s e t these i n c r e a s e s . Thus a £220m 
sh limit would mean a r e a l squeeze on b o t h pay and investment, 
reover BA are at r i s k from f u r t h e r f u e l p r i c e r i s e s , both ­
rectly i n t h e i r e f f e c t on c o s t s and i n d i r e c t l y i n t h e i r e f f e c t 
traffic volumes. 


Treasury O f f i c i a l s on the oth e r hand, w h i l e r e c o g n i s i n g 


e risks from h i g h e r c o s t s and p o s s i b l e d i f f i c u l t i e s on pay, 

flsider that the d i f f i c u l t i e s BA face are s i m i l a r to those faced 


a number of other i n d u s t r i e s , and that a lower l i m i t of 
05m would be c o n s i s t e n t w i t h M i n i s t e r s ' J u l y d e c i s i o n s . They 
t e , however, t h a t i n order to keep w i t h i n i t the a i r l i n e might 
l e
' to s e l l a new a i r c r a f t , w i t h r e p e r c u s s i v e e f f e c t s on 

w i t a b i l i t y , and aga i n , on p r i v a t i s a t i o n p r o s p e c t s . 




ITISH AIRPORTS AUTHORITY 


e BAA e x t e r n a l f i n a n c i n g l i m i t of £20m i s i n l i n e w i t h the 


ecision taken by M i n i s t e r s i n J u l y on the investment and 


nancing review e n t a i l i n g a cut of £20m ( o u t t u r n p r i c e s ) . The 


thority are assuming t h a t the RPI w i l l i n c r e a s e by 15% 
1980-81, and pay by 16%. Since t r a f f i c i s now expected 


increase by o n l y 2% next y e a r , a marked r e d u c t i o n on 


e trend of recent y e a r s , and s t a f f l e v e l s w a l l remain constant 


espite a planned upward trend over the medium term, there 


ould be a marginal decrease i n r e a l u n i t wage c o s t s . The 


eck in growth prospects and hence revenue could put pressure 


the cash l i m i t ; the remedy would be a f u r t h e r i n c r e a s e i n 

iding charges, a l r e a d y planned to r i s e s h a r p l y towards 


onoraic l e v e l s . 




TISH RAIL 


I; July d e c i s i o n s envisaged t o t a l e x t e r n a l f i n a n c e ( e x c l u d i n g pay­
ts toward pensions) of £534 m i l l i o n at 1979 Survey p r i c e s ­
0 m i l l i o n o p e r a t i n g g r a n t s , £34- m i l l i o n borrowing and 
sing. BR cu r r e n t f o r e c a s t s i n d i c a t e an e x t e r n a l f i n a n c i n g 

quirement i n the range £520-550 m i l l i o n . These f i g u r e s r e s t on 
sumptions of a 19-6 per cent f a r e s i n c r e a s e i n January 1980 
elding a 1 5 * 5 per cent i n c r e a s e i n revenue), year on year 
creases i n the general p r i c e l e v e l and i n the pay b i l  l o f 
per cent and 14 per cent r e s p e c t i v e l y , and some modest 

o w t h i n the l e v e l of economic a c t i v i t y . 

practice the r i s k s are h e a v i l y down-side. The s i z e of the 
nuary fares increase'has a l r e a d y been s e t t l e d ; the net 
nefit i n 1980-81 of a f u r t h e r 10 per cent f a r e s i n c r e a s e i n 
pteraber 1980 would be u n l i k e l y to be more than about 2^- per 
nt (£20 m i l l i o n ) of passenger revenue ( s i n c e i  t would do no 
re than b r i n g forward some p a r t of the f a r e s i n c r e a s e due i n 
fiuary 1 9 8 1 ) . Moreover BR are markedly more o p t i m i s t i c about 
siness prospects than the l a t e s t Treasury f o r e c a s t s . 

have l i m i t e d scope f o r a c t i o n to o f f s e t the d e t e r i o r a t i o n 
their business performance. Investment has a l r e a d y been cut 
ck we l l below what the Board b e l i e v e to be r e q u i r e d to m a i n t a i n 
e
 present p h y s i c a l c a p a b i l i t y i n the medium term. Some cost 
Auctions through cuts i n s e r v i c e s (and perhaps a c c e l e r a t e d 
sures of l i n e s i n r u r a l areas) may be p o s s i b l e , but these 

u l d pose s e r i o u s i n d u s t r i a l r e l a t i o n s problems. And w i t h 
revenue c o v e r i n g o n l y 60 per cent of passenger c o s t s , and 

ssenger r e s i s t a n c e to f a r e s i n c r e a s e s very s t r o n g , i t w i l l be very d i f f i c u l t 
r  BR to stay w i t h i n a cash l i m i t e q u i v a l e n t to the J u l y 
c i s i on of £706 m i l l i o n ; the Department of Transport t h i n k 
t i t would be unsafe to set-the l i m i t lower than £750 m i l l i o n 
out-turn p r i c e s . 



IT ISH TRANSPORT DOCKS BOAED 

DB is p r o f i t a b l e and has a p o s i t i v e cash f l o w ; p r o f i t s 
bstantially exceed c a p i t a l requirements. BTDB i s c u r r e n t l y 
paying prematurely i t s o u t s t a n d i n g HLF debt, and at the same 
me paying about £8'million a year i n c o r p o r a t i o n t a x . The 
ly decisions implied a negative e x t e r n a l f i n a n c i n g l i m i t of 
million, 


DB ports account f o r about 25 per cent of UK t r a f f i c , and t h e i 
ices and costs ( i n c l u d i n g wage c o s t s ) are s u b s t a n t i a l l y 
fluenced by developments at other p o r t s . The Board's l a t e s t 
recasts suggest t h a t they might be able to accept a negative 
Edit of £10 m i l l i o n ; but they would f i n d i t hard to produce 
y ciore cash. They argue t h a t t h e i r scope f o r r a i s i n g p r i c e s 
re than t h e i r competitors i s l i m i t e d , and t h a t they a l r e a d y 
ke every e f f o r t to reduce c o s t s and r a i s e p r o d u c t i v i t y . . 
tempts to r e s t r i c t wage i n c r e a s e s f u r t h e r could l e a d to damagin 
dustrial a c t i o n which would put the cash l i m i t o b j e c t i v e 
yond reach, while r e d u c t i o n s i n investment, b e s i d e s damaging 
hire prospects, would i n c r e a s e t h e i r t a x b i l l  . 

view of the r e l a t i v e l y poor prospects f o r UK output and 


tonal trade i n 1980-81, and of the Board's good r e c o r d i n 

e successful management of i t s p o r t s , i t would be unwise to 


'ly on BTDB a c h i e v i n g more than i s imp Hed by a negative l i m i t 


£ 1 0 m i l l i o n . 



TISH WATERWAYS BOARD 


tal external f i n a n c e f o r BWB i s p r i m a r i l y determined by the 


ze of t h e i r d e f i c i t grant i n a i d . A l i m i t e d amount of borrowing 

ances a small investment programme. The J u l y d e c i s i o n s , 


ter volume cuts on both grant and borrowing, imply an e x t e r n a l 
ancing l i m i t of £22 m i l l i o n at Survey p r i c e s , of which £19 m i l l i o n 
grant. 

* 


out-turn p r i c e s t h i s would imply a l i m i t of £29 m i l l i o n of 
ich approximately £25 m i l l i o n would be gra n t . The Board argue 
at grant at t h i s l e v e l would not a l l o w them to meet the a d d i t i o n a l 
sts of a pay award to s t a f f f o l l o w i n g a recommendation of . 
e Clegg Commission (expected at the end of the year) without a 
rther volume squeeze. The Board's assumption i s t h a t 
egg increases may average 20 -25 per cent, c o s t i n g £1 m i l l i o n 
us in 1980-81. The scope f o r the Board to f i n a n c e these 
ditional payments without a f u r t h e r cut i n t h e i r maintenance 
ogramrae already i n a r r e a r s i s l i m i t e d . The Board have assumed 
creases i n amenity charges ,of 17-18 per cent and charges f o r 
eight business are determined by t h e i r c o m p e t i t i v e p o s i t i o n , 
erall, revenue from charges i s o n l y 40 per cent of tur n o v e r . 

would be i n c o n s i s t e n t w i t h the treatment of Clegg awards i n 

Iculating the RSG cash l i m i t not to make some adjustment to 

e
 cash grant f i g u r e . We t h e r e f o r e propose a cash l i m i t o f 
JO million to i n c l u d e an allowance f o r Clegg. The s i z e of 

would not be s p e c i f i e d but would be of the order of £1 m i l l i o n . 



I O I J A L FREIGHT CORPORATION 


er present arrangements NFC have no access to the NLF, and have 


rely (apart from c e r t a i n s p e c i f i c Government g r a n t s ) on hank 


rowing and l e a s i n g . The C o r p o r a t i o n 1 s t o t a l net o u t s t a n d i n g 


sing commitment i s h e l d constant i n r e a l terms ( i e , new 


sing contracts can be entered i n t o o n l y to the extent t h a t 


vious c o n t r a c t s come to an end). M i n i s t e r s decided i n J u l y 


t total e x t e r n a l f i n a n c e f o r NFC i n 1980-81 should be 


iricted to £19 m i l l i o n . 

C assume that the road haulage i n d u s t r y w i l l i n general 


able to recover i n c r e a s e s i n wage and o t h e r c o s t s through 


-her charges, so t h a t t h e i r f o r e c a s t of cash f l o w i s not 


cially dependent on the movements of these v a r i a b l e s (by 


e same token the cash l i m i t , has l e s s leverage over pay 


ttlements, where i n e f f e c t the C o r p o r a t i o n have to pay the 


ing rate i n the i n d u s t r y ) . T h e i r l a t e s t f o r e c a s t o f t h e i r 


ternal f i n a n c i n g requirement i s £24 m i l l i o n at o u t - t u r n 


ices, although t h i s c o u l d be h i g h e r i f there were a marked 


celeration i n i n f l a t i o n o r a sharp down-turn i n economic 


tivity. The NFC f i g u r e i s about £1 " m i l l i o n l e s s than M i n i s t e r s ' 

ly decision would imply at o u t - t u r n p r i c e s . NFC would have 


ope for reducing investment and f o r a more r a p i d r a t i o n a l i s a t i o n 


some operations i f a d e t e r i o r a t i o n i n t h e i r t r a d i n g p o s i t i o n 


reatened a cash l i m i t breach. A l i m i t of £24- m i l l i o n at 


t-turn p r i c e s (£18 m i l l i o n at Survey p r i c e s ) i s t h e r e f o r e 


oposed. 




0

N A T I O N A L BUS COMPANY 


[Total external f i n a n c e for. NBC depends i n p a r t on Government 
decisions (on borrowing and amounts of New Bus Grant) and i n p a r t 
!n local a u t h o r i t y d e c i s i o n s on the amount of revenue support 

y v / i l l p r o v i d e . The e x t e r n a l f i n a n c i n g l i m i t has to make an 


assumption about the l a t t e r ; once i t i s f i x e d , p e r m i s s i b l e 


borrowing i n p r i n c i p l e f l u c t u a t e s i n v e r s e l y w i t h the l e v e l of 


local a u t h o r i t y revenue support. The Department of Transport 


ssumed i n i t i a l l y t h a t NBC would s u f f e r r e d u c t i o n s of £2 m i l l i o n 


m new bus grant, i n l o c a l a u t h o r i t y revenue support ( i e , as 


result of the c e n t r a l Government squeeze on l o c a l a u t h o r i t y 


expenditure) and i n borrowing from c e n t r a l Government (as t h e i r 


share of the £20 m i l l i o n r e d u c t i o n i n l e n d i n g to the Transport 


nationalised i n d u s t r i e s . ) 


this b a s i s the NBC e x t e r n a l f i n a n c i n g l i m i t would be £77 m i l l i o n . 
2 now say they need £87 m i l l i o n . We t h i n k t h a t they are a l l o w i n g 

for too small a f a r e s i n c r e a s e next year (12-J per cent i n c r e a s e i n 
revenue, implying perhaps 14- per cent on f a r e s ) , and t h a t they 
could make savings by a, more determined e f f o r t to r a t i o n a l i s e 

cut back s e r v i c e s . There may be some scope f o r r e d u c t i o n s 
in investment i n a d d i t i o n a l to those a l r e a d y i m p l i e d i n the IFE 
seliae. But the b e n e f i t of such a c t i o n i n cash l i m i t terms 

is restricted by the heavy redundancy c o s t s of r e d u c t i o n s , i n 

services i n r u r a l areas. The Treasury c o n s i d e r s NBC should be 


d to a cash l i m i t of £77 m i l l i o n at o u t - t u r n p r i c e s , although 
lllis night need to be supplemented by an u n d e r s t a n d i n g t h a t some 
e*cess might be allowed to meet the a d d i t i o n a l redundancy 
t o s ts of slimming down o p e r a t i o n s : the Department of Transport 
thinks that a f i g u r e below £85 m i l l i o n would be u n r e a l i s t i c . 

C O N F I D E N 




TUSH TRANSPORT GROUP 


in the case of the N a t i o n a l Bus Company t o t a l e x t e r n a l f i n a n c e 


pends i n pa r t on Government d e c i s i o n s on borrowing and New Bus 


ant and i n p a r t on l o c a l a u t h o r i t y d e c i s i o n s on the l e v e l of 


venue support. 


the basis of SDD's assumptions about-the s i z e of cuts i n 

w Bus Grant, l o c a l a u t h o r i t y support and the cut i n borrowing', 

cash l i m i t of £8.3 m i l l i o n a t o u t - t u r n p r i c e s would be implied. 


Never, the Group say they need a f u r t h e r £0.3 m i l l i o n i n the 


sh limit to accommodate expected grant r e c i p t s to cover urgent 


dunexpected r e p a i r s on the P o r t E l l e n P i e r . These grants w i l l 


financed from w i t h i n e x i s t i n g p u b l i c expenditure t o t a l s . An 


ternal f i n a n c i n g l i m i t of £8.6 m i l l i o n i s t h e r e f o r e proposed. 




ITISH SHIPBUILDERS 


Uowing t h e i r review of s h i p b u i l d i n g M i n i s t e r s agreed i n June 

at the t o t a l e x t e r n a l f i n a n c e f o r B r i t i s h S h i p b u i l d e r s i n 
580-81 should be £101 m i l l i o n at 1979 Survey p r i c e s . Assuming 
flation of about 14 per cent between t h i s year and next, t h i s i s 
quivalent to £153m at o u t t u r n p r i c e s . BS 1 s p r o v i s i o n a l 
id is for £175 m i l l i o n . The in c r e a s e r e f l e c t s r e v i s e d assumptions 
nut the l i k e l y p r i c e of s h i p s , of c a r r y i n g spare c a p a c i t y and 
f closures. I t al l o w s f o r an in c r e a s e of up to 10% i n 
arnings from January 1 9 8 0 . £175m would be unacceptable, and 
apartment of I n d u s t r y M i n i s t e r s w i l l be making separate 
ecomaendations as soon as p o s s i b l e . I n the meantime the 
able shows £130 m i l l i o n as the p r o v i s i o n a l l i m i t . 



IT ISH AEEOSPACE 

view of the S e c r e t a r y of S t a t e f o r I n d u s t r y ' s i n t e n t i o n to 
ell shares i n B r i t i s h Aerospace next summer, i t i s proposed 
at no separate e x t e r n a l f i n a n c i n g l i m i t should b e p u b l i s h e d , 


iaisters' J u l y d e c i s i o n s ( i e , e x c l u d i n g any p r o v i s i o n f o r 

evelopments of the 146) would imply a l i m i t of £46 m i l l i o n 


tout-turn p r i c e s , i f - c o n t r a r y to present e x p e c t a t i o n s - i t 

oes not prove p o s s i b l e to p r i v a t i s e the C o r p o r a t i o n i n 1980-81. 

f provision jor the 146 were to be i n c l u d e d , the f i g u r e would be 


bout £80 m i l l i o n . 
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F r a m e w o r k o f F i n a n c i a l D i s c i p l i n e 

You w i l l r e c a l l t h a t y o u i n d i c a t e d a t t h e M i n i s t e r i a l -
NICG L i a i s o n M e e t i n g o n 2 3 r d J u l y y o u r r e a d i n e s s t o r e c e i v e 
the v i e w s o f t h e N a t i o n a l i s e d I n d u s t r i e s " C h a i r m e n ' s G r o u p 
on the f o r m o f t h e s u g g e s t e d " f r a m e w o r k o f f i n a n c i a l 
d i s c i p l i n e " f o r t h e p u b l i c s e c t o r i n d u s t r i e s . I n F r a n k T o m b s 1 

absence o n l e a v e , I am now f o r w a r d i n g a m e m o r a n d u m s e t t i n g 
out ou r t h i n k i n g . 

We r e g a r d t h i s p a p e r p r i m a r i l y a s a c o n t r i b u t i o n t o 
deba t e , a n d s o l o o k f o r w a r d t o d i s c u s s i n g i t w i t h y o u a n d 
your c o l l e a g u e s b e f o r e l o n g . 

M e a n w h i l e , I w o u l d make t w o p o i n t s . F i r s t l y , i f t h e 
C o r p o r a t i o n s ' c a s h l i m i t s f o r 1 9 8 0 / 8 1 a r e t o b e f i x e d a n d 
p u b l i s h e d a s e a r l y a s n e x t m o n t h , t h e y w i l  l a l m o s t c e r t a i n l y 
be out o f l i n e w i t h t h e C o r p o r a t i o n s ' a c t u a l e x t e r n a l f i n a n c i n g 
r e qu i r emen t s i n t h e e v e n t , a n d t h a t w o u l d a g g r a v a t e a l l o u r 
d i f f i c u l t i e s . I w o u l d t h e r e f o r e u r g e y o u t o c o n s i d e r t h e 
proposa l i  n p a r a g r a p h 28 o f o u r p a p e r a b o u t t h e w a y i  n w h i c h 
any November f i g u r e s s h o u l d b e p r e s e n t e d . T h i s w o u l d l e a v e b o t h 
you and u s w i t h s o m e r o o m f o r m a n o e u v r e . 

S e c o n d l y , we a p p r e c i a t e t h e b a c k g r o u n d t h i n k i n g w h i c h i s 
leading y o u t o l a y p a r t i c u l a r s t r e s s o n c a s h c o n t r o l a t t h i s 
Point i n t i m e . H o w e v e r , t h e C h a i r m e n a r e c o n v i n c e d t h a t t h e s e 
m a jor n a t i o n a l b u s i n e s s e s c a n n o t b e r u n e f f e c t i v e l y o n a c a s h 
fiow b a s i s . E v e n i  f y o u f e e l o b l i g e d t o p u t m o r e e m p h a s i s e o n 
the Cash L i m i t s r e g i m e t h a n we w o u l d w i s h t h i s t i m e r o u n d , I h o p e 
that we s h a l l b e a b l e t o a g r e e i n o u r d i s c u s s i o n s o n t h e n e e d 
to move t o w a r d s t h e m o r e b a l a n c e d s o r t o f f i n a n c i a l f r a m e w o r k 
o u t l i n e d i n o u r p a p e r , f o r u s e i n f u t u r e y e a r s . 

. / F o l l o w i n g 
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F o l l o w i n g t a l k s w i t h y o u r o f f i c e , c o p i e s o f t h i s l e t t e r 
and t h e p a p e r a r e b e i n g s e n t d i r e c t t o y o u r c o l l e a g u e s s o a s 
to speed c i r c u l a t i o n , b u t t h e T r e a s u r y w i l l b e h a n d l i n g 
d i s t r i b u t i o n a t o f f i c i a l s l e v e l . 
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SUMMARY 

(i)	 The Chairmen 1 s Group welcomes the G o v e r n m e n t s broad approach to the 

c o n t r o l o f the p u b l i c s e c t o r i n d u s t r i e s , i e to set a t i g h t framework 

of f i n a n c i a l d i s c i p l i n e , but then to l e a v e i t to the C o r p o r a t i o n s to 

choose between the v a r i o u s b u s i n e s s o p t i o n s a v a i l a b l e w i t h i n those 

c o n s t r a i n t s . However, much w i l l depend on the ways i n which t ha t 

framework o f f i n a n c i a l d i s c i p l i n e i s composed and o p e r a t e d , 

(paras . * l - 3 ) . 


( i i )	 In d e v i s i n g any sys t em, f u l  l account w i l l need to be t aken of the many 
d i f f e r e n c e s between the C o r p o r a t i o n s , ( p a r a 4 ) . 

( i i i )	 Any framework o f f i n a n c i a l d i s c i p l i n e shou ld embrace a l  l the f i n a n c i a l 
mechanisms through which the Government c o n t r o l s or i n f l u e n c e s the 
C o r p o r a t i o n s . Seven such f a c t o r s a re i d e n t i f i e d , ( p a r a 5 ) . 

(iv)	 The v a r i o u s p a r t s o f the f i n a n c i a l framework must be ope ra t ed i n 

mutual ly c o n s i s t e n t ways, (pa ras 6 - 8 ) . 


(v) I f	 these l a r g e , c a p i t a l i n t e n s i v e b u s i n e s s e s , w i t h t h e i r l o n g " l e a d 
t imes" , a re to be d i r e c t e d s u c c e s s f u l l y , they need s t r a t e g i c g u i d e l i n e s 
cover ing a r ea sonab le number o f y e a r s . Impor tant though they a r e , 
short - terra cash f l o w c o n s i d e r a t i o n s a lone cannot p r o v i d e a r e a l i s t i c 
form o f s t r a t e g i c g u i d a n c e . Thus , the medium-term F i n a n c i a l T a r g e t s 
should be t r e a t e d as the d e t e r m i n i n g element w i t h i n the f i n a n c i a l 
framework, to wh ich a l  l o the r p a r t s o f the system shou ld confo rm, 
(paras 9 - 1 1 ) . 

(vl) Arrangements f o r the s e t t i n g o f F i n a n c i a l T a r g e t s a re d i s c u s s e d , ( p a r a s 
12-16) . A l  l C o r p o r a t i o n s shou ld be g i v e n F i n a n c i a l Ta rge t s b e f o r e 
Cash L i m i t s f o r 1980/81 a r e s e t , ( p a r a 1 7 ) . 

(vii)	 Al though i t s r o l e w i t h i n the f i n a n c i a l framework shou ld not be 
overs ta ted (pa ra 1 0 ) , the Cash L i m i t s regime i s a u s e f u l r e i n f o r c e m e n t 
for f i n a n c i a l t a r g e t r y , ( p a r a 1 8 ) . 

(viii)	 Because o f t h e i r c h a r a c t e r as b u s i n e s s e n t e r p r i s e s , the C o r p o r a t i o n s 
have "cash l i m i t s " o f a s p e c i a l s o r t , r e l a t e d not to t h e i r t o t a l 
spending, but to t h e i r e x t e r n a l f i n a n c i n g r e q u i r e m e n t s , i e to the 
l i m i t e d d i f f e r e n c e s between t o t a l r e c e i p t s and t o t a l o u t - g o i n g s , ( p a r a 
19) . To emphasise t h i s d i s t i n c t i o n , a more a c c u r a t e d e s c r i p t i o n , such 
as E x t e r n a l F i n a n c i n g L i m i t s , shou ld be u sed , ( p a r a 2 0 ) . The 
d i f f e r e n c e s i n v o l v e d must a f f e c t the ways i n wh ich the C o r p o r a t i o n s ' 
e x t e r n a l f i n a n c i n g l i m i t s are s e t , (pa ras 2 2 - 2 6 ) ; the t i m i n g o f the 
e x e r c i s e , ( pa r a s 2 7 - 2 8 ) ; and the r e s u l t s wh ich the Cash L i m i t s regime 
can r easonab ly be expec ted to a c h i e v e i n the i n d u s t r i a l a r e a , ( p a r a s 
29-31) . 

Ux) The t ime has come to s p e l l out c l e a r l y how the Cash L i m i t s regime i s 
meant to opera te i n the case o f the C o r p o r a t i o n s , ( pa r a s 3 2 - 3 3 ) . The 
N I C C s d e t a i l e d s u g g e s t i o n s f o r such a Code o f P r a c t i c e are se t o u t , 
(paras 34-35 and A p p e n d i x ) . 

(x)	 As w e l l as F i n a n c i a l T a r g e t s and Cash L i m i t s , f i v e o ther f a c t o r s shou ld 
,be	 covered i n the framework o f f i n a n c i a l d i s c i p l i n e . The N I C C s v iews 
are set out w i t h r ega rd t o : d e v i c e s to s t i m u l a t e e f f i c i e n c y , ( pa r a s 3 6 ­
38); p r i c i n g p o l i c y , (pa ras 3 9 - 4 0 ) ; inves tment a p p r o v a l s and 
a p p r a i s a l s , (pa ras 4 1 - 4 5 ) ; c a p i t a l s t r u c t u r e and f i n a n c i n g , ( p a r a 4 6 ) ; 
and the t rea tment o f i n f l a t i o n , ( pa r a s 4 7 - 5 0 ) . 
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NATIONALISED INDUSTRIES1 CHAIRMEN'S GROUP 


FRAMEWORK OF FINANCIAL DISCIPLINE 


As the Cha i rmen ' s Group unders tands i t  , the G o v e r n m e n t s broad approach 
to the c o n t r o l o f the p u b l i c s e c t o r i n d u s t r i e s f a l l s i n t o two i n t e r - r e l a t e d 
parts. The f i r s t i n v o l v e s p r o v i d i n g the C o r p o r a t i o n s w i t h a t i g h t 
"framework o f f i n a n c i a l c o n t r o l " , a k i n to the c o n s t r a i n t s imposed on 
private s e c t o r companies by the o p e r a t i o n o f a t i g h t monetary p o l i c y . The 
second i n v o l v e s then s t a n d i n g back as f a r as p o s s i b l e , r e d u c i n g d e t a i l e d 
in t e rven t ions and l e a v i n g to the Boards of the C o r p o r a t i o n the t a sk of 
choosing between the v a r i o u s b u s i n e s s o p t i o n s a v a i l a b l e w i t h i n those 
f i n a n c i a l c o n s t r a i n t s . 

The N a t i o n a l i s e d I n d u s t r i e s ' C h a i r m e n ' s Group welcomes t h i s broad app roach , 
which i s v e r y much i n tune w i t h the v iews which the Group i t s e l f has 
developed over the y e a r s . 

In p r a c t i c e , however , much w i l l depend on the way i n wh ich t h i s o v e r a l l 
approach i s t r a n s l a t e d i n t o s p e c i f i c a r rangements . Dur ing the 
M i n i s t e r i a l - N I C G L i a i s o n Mee t ing on 23 J u l y , 1979, the C h a n c e l l o r o f the 
Exchequer expressed h i s r e a d i n e s s to r e c e i v e the Cha i rmen ' s G r o u p ' s v i e w s 
on th i s i s s u e . A c c o r d i n g l y , t h i s paper s e t s out the N I C G ' s t h i n k i n g about 
the form which any framework o f f i n a n c i a l d i s c i p l i n e shou ld t a k e , as a 
c o n t r i b u t i o n to d e b a t e . 

In d e v i s i n g and o p e r a t i n g any framework o f f i n a n c i a l d i s c i p l i n e , f u l l 
account w i l  l need to be taken o f the many d i f f e r e n c e s between the 
Corpora t ions . Of the twenty b u s i n e s s e s l i n k e d w i t h the Cha i rmen ' s Group 
which are r e s p o n s i b l e to M i n i s t e r s , t h r e e - the N a t i o n a l Water C o u n c i l , 
the C i v i l A v i a t i o n A u t h o r i t y and the UKAEA - a r e not d e a l t w i t h as 
"na t iona l i s ed i n d u s t r i e s " f o r the purposes o f the Cash L i m i t s r e g i m e , 
though they a re s u b j e c t to t h a t r e s t r a i n t t h rough another r o u t e , and a l s o 
to other p a r t s o f the o v e r a l l f i n a n c i a l c o n t r o l sys t em. And as to the 
remaining seventeen C o r p o r a t i o n s , these d i f f e r s u b s t a n t i a l l y i n many 
relevant r e s p e c t s , such as t h e i r o r g a n i s a t i o n a l s t r u c t u r e s , t h e i r 
i n d u s t r i a l c h a r a c t e r i s t i c s , t h e i r c u r r e n t f i n a n c i a l s i t u a t i o n s , and the 
extent to wh ich t h e i r market s i t u a t i o n s a l l o w them to i n f l u e n c e t h e i r 
s e l l i n g p r i c e s . Though t h i s need to make a l l o w a n c e f o r i n d i v i d u a l 
circumstances i s s p e c i f i c a l l y r e f e r r e d to a t c e r t a i n p o i n t s i n t h i s pape r , 
i t a p p l i e s t h r o u g h o u t . 

A : THE OVERALL FRAMEWORK 

THE COMPONENTS 

' The framework o f f i n a n c i a l d i s c i p l i n e shou ld be so des igned as to p r o v i d e 
an environment i n which p u b l i c s e c t o r C o r p o r a t i o n s o p e r a t i n g a t r ea sonab le 
levels o f e f f i c i e n c y a r e a b l e to a c h i e v e an adequate l e v e l of p r o f i t . I t 
should embrace a l  l the f i n a n c i a l mechanisms through which the Government 
controls o r i n f l u e n c e s the a c t i v i t i e s o f the C o r p o r a t i o n s , as deve loped i n 
t h e 1961, 1967 and 1978 White P a p e r s , (Cmnd.1337,3437 and 7131) . I t would 
thus c o n s i s t o f arrangements r e l a t i n g t o : 

- F i n a n c i a l Ta rge t s - P r i c i n g P o l i c y 
- Cash L i m i t s - Investment A p p r o v a l s and A p p r a i s a l s 
- E f f i c i e n c y - C a p i t a l S t r u c t u r e and F i n a n c i n g 

- The Treatment o f I n f l a t i o n 
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INTERNAL CONSISTENCY 

If the mechanisms r e f e r r e d to i n paragraph 5 a re to be combined to p r o v i d e 
a framework o f f i n a n c i a l d i s c i p l i n e , i t i s e s s e n t i a l t ha t the v a r i o u s p a r t s 
shall be ope ra ted i n such a way as to be m u t u a l l y c o n s i s t e n t , one w i t h the 
other. 

This has not a lways been so i n the p a s t . The most acu te problems have 
concerned the i n t e r - r e l a t i o n s h i p between p r i c i n g p o l i c y and the p r i c e 
impl ica t ions o f F i n a n c i a l Ta rge t s and Cash L i m i t s , where c o n f u s i o n s and 
conf l ic t s abounded d u r i n g the e x i s t e n c e o f the P r i c e Commiss ion . However, 
this has not been the o n l y a r ea o f d i f f i c u l t y . There have been many o t h e r 
instances where e i t h e r the re have been d i r e c t c l a s h e s , e g . C o r p o r a t i o n s 
have been g i v e n Cash L i m i t s which were a l t o g e t h e r i n c o n s i s t e n t w i t h the 
achievement o f t h e i r F i n a n c i a l T a r g e t s , or no p o s i t i v e a t t empts appear 
to have been made to check c o n s i s t e n c y . , e g . as between the Cash L i m i t s s e t 
and agreed inves tment programmes. 

Looking to the f u t u r e , the Government ' s d e c i s i o n to abandon d i r e c t p r i c e 
restraint shou ld se rve to reduce the d i f f i c u l t i e s wh ich have o c c u r r e d v i s ­
a-vis p r i c i n g p o l i c y , bu t i t w i l l not n e c e s s a r i l y remove t h i s problem 
al together , ( see pa ragraph 40 b e l o w ) . Moreove r , the c u r r e n t a d d i t i o n a l 
emphasis on s h o r t - t e r m Cash L i m i t s t h r e a t e n s to c r e a t e a w h o l e . c a t a l o g u e 
of new i n t e r n a l i n c o n s i s t e n c i e s i f pursued too f a r and i n any unduly r i g i d 
way. E x c e s s i v e s t r e s s on the cash l i m i t o b j e c t i v e c o u l d weaken r a t h e r 
than s t rengthen the C o r p o r a t i o n s 1 p r e sen t d e t e r m i n a t i o n to r e s i s t 
unreasonable pay demands s i n c e p ro longed s t r i k e s can have an enormous 
impact on cash f l o w , as r e c e n t Pos t O f f i c e e x p e r i e n c e d e m o n s t r a t e s . 
S i m i l a r l y , the i n f l e x i b l e a p p l i c a t i o n o f Cash L i m i t s may impede p lanned 
reductions i n manning by squeez ing the room f o r manoeuvre i n the t i m i n g o f 
redundancy payments; l e a d to the l o s s o f f a v o u r a b l e p u r c h a s i n g 
oppor tun i t i e s ; r e s t r i c t i nves tmen t i n ways wh ich b l o c k the achievement o f 
medium-term F i n a n c i a l T a r g e t s ; and so o n . 

THE LEADING ROLE OF FINANCIAL TARGETS 

If i n t e r n a l c o n s i s t e n c y i s to be m a i n t a i n e d , one o f the mechanisms making 
up the framework o f f i n a n c i a l d i s c i p l i n e w i l l need to be r e c o g n i s e d as 
playing the " l e a d r o l e " i n the sys t em, to wh ich the o t h e r s w i l l con fo rm. 
The Chairmen's Group urges v e r y s t r o n g l y t h a t the F i n a n c i a l Ta rge t s shou ld 
f i l l t h i s r o l e . 

This cho ice i s de te rmined by the i n d u s t r i a l c h a r a c t e r i s t i c s o f the p u b l i c 
sector b u s i n e s s e s . Only medium-term T a r g e t s o f t h i s s o r t can p r o v i d e the 
Boards o f the C o r p o r a t i o n s w i t h the s o r t o f s t r a t e g i c gu idance w h i c h they 
need to p u l l t oge the r i n t o a c o n s i s t e n t whole a l  l the v a r i o u s p o l i c i e s 
bearing on the f u t u r e development o f t h e i r e n t e r p r i s e s . The Cha i rmen ' s 
Group f u l l y a p p r e c i a t e s bo th the immediate and the w i d e r reasons why the 
Cash L i m i t s regime has come to p l a y such a major r o l e i n M i n i s t e r i a l 
th inking. N e v e r t h e l e s s , i t cannot s e r i o u s l y be argued t ha t the d i r e c t i o n 
of these v e r y l a r g e , c a p i t a l - i n t e n s i v e b u s i n e s s e s , w i t h t h e i r l o n g " l e a d 
times", should be de te rmined by r e f e r e n c e to s h o r t - t e r m cash f l o w 
considerat ions a l o n e . To a t tempt to do so would r i s k p r o d u c i n g v i o l e n t 
swings i n p o l i c y from year to y e a r , e g . w i t h r ega rd to p r i c e changes o r 
investment e x p e n d i t u r e , w i t h s e r i o u s l y d e s t a b i l i s i n g e f f e c t s on c u s t o m e r s , 
s t a f f and s u p p l i e r s a l i k e . I f these major n a t i o n a l b u s i n e s s e s are to 
maintain a s teady c o u r s e , t hey must s t e e r by a more d i s t a n t mark . 
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The Chairmen's Group t h e r e f o r e a d v i s e s : 

a.	 The F i n a n c i a l Ta rge t s l a i d down f o r the C o r p o r a t i o n s s h o u l d be regarded 
as the d e t e r m i n i n g f a c t o r i n the framework o f f i n a n c i a l d i s c i p l i n e . 

b.	 As f a r as p o s s i b l e , the cash l i m i t s se t fo r any year shou ld be based on 
the best a v a i l a b l e e s t i m a t e s o f what e x t e r n a l f i n a n c i n g r equ i r emen t s 
w i l l emerge f o r the C o r p o r a t i o n s concerned as they pursue t h e i r medium­
term F i n a n c i a l Ta rge t s i n the l i g h t o f t h e i r s h o r t - t e r m market 
c i r c u m s t a n c e s . In o the r words , the cash l i m i t s shou ld p r i m a r i l y be 
d e r i v a t i v e f i g u r e s . O b v i o u s l y , s i n c e the s e t t i n g o f Cash L i m i t s i s 
part o f the Government ' s w i d e r PESC e x e r c i s e , M i n i s t e r s may 
o c c a s i o n a l l y f i n d i t i m p r a c t i c a b l e to r e f r a i n from a d j u s t i n g the 
f igu res so d e r i v e d to some e x t e n t , i n , t h e l i g h t o f the Government ' s own 
shor t - te rm f i n a n c i a l c o n s t r a i n t s ; but t h i s shou ld be a v o i d e d i  f a t a l  l 
p o s s i b l e , because o f the d i s r u p t i v e e f f e c t s on the b u s i n e s s e s , and 
t h e i r cus tomers and s u p p l i e r s . 

c.	 Any i n t e r v e n t i o n s on p r i c e s by the Government, o r by the governmenta l 
agencies concerned w i t h C o m p e t i t i o n P o l i c y , shou ld be s u b o r d i n a t e d to 
the need to c a r r y t h rough i n good t ime the p r i c e changes r e q u i r e d to 
achieve the F i n a n c i a l Ta rge t s and Cash L i m i t s s e t , ( though the 
Corpora t ions can r e a s o n a b l y be expec ted to demonst ra te t h a t they a r e 
a lso t a k i n g a l l p o s s i b l e s teps to improve e f f i c i e n c y ) . 

B : FINANCIAL TARGETS 

Formal B a s i s . The C o r p o r a t i o n s 1 s t a t u t o r y d u t i e s w i t h r ega rd to the 
conduct of t h e i r b u s i n e s s e s , i n c l u d i n g t h e i r f i n a n c i a l d u t i e s , a r e l a i d 
down i n the v a r i o u s N a t i o n a l i s a t i o n A c t s . These s t a t u t o r y d u t i e s cannot 
be ignored i n any d i s c u s s i o n o f F i n a n c i a l T a r g e t s and Cash L i m i t s . Those 
two arrangements r e p r e s e n t v e r y impor t an t e x p r e s s i o n s o f M i n i s t e r i a l 
wishes, to wh ich a l  l C o r p o r a t i o n s g i v e g r e a t w e i g h t ; but they a r e n o n ­
statutory i n c h a r a c t e r , and so do not o v e r - r i d e , or impose , l e g a l 
ob l iga t ions . 

Relevant C o n s i d e r a t i o n s . Two main s e t s o f f a c t o r s s h o u l d be t aken i n t o 
account when d e t e r m i n i n g F i n a n c i a l T a r g e t s . The C o r p o r a t i o n concerned 
should be a b l e to put fo rward a l  l those c o n s i d e r a t i o n s w h i c h i  t judges 
relevant i n terms o f the development o f i t s b u s i n e s s and the envi ronment i n 
which i t expec t s to have to o p e r a t e . And the Government w i l  l n a t u r a l l y 
wish to i n t r o d u c e w i d e r - r a n g i n g m a t t e r s , such as the i m p l i c a t i o n s f o r 
economic and monetary p o l i c y , the impact o f s e c t o r a l p o l i c i e s where 
appropriate, ( e g . , f o r the energy and t r a n s p o r t C o r p o r a t i o n s ) , and so o n . 
The "oppo r tun i t y c o s t " o f c a p i t a l i s c e r t a i n l y a r e l e v a n t f a c t o r when 
determining F i n a n c i a l T a r g e t s ; but how bes t i  t can be taken i n t o account 
in p rac t i ce i s a ma t t e r s t i l  l needing to be d i s c u s s e d on an i n d u s t r y - b y ­
industry b a s i s a t t h i s s t a g e , (see a l s o p a r a s . 4 4 - 4 5 ) . Where there has 
been a w i d e - r a n g i n g e x a m i n a t i o n o f a C o r p o r a t i o n s l o n g term c o r p o r a t e 
strategy, as i n c o a l , the whole p rocess o f d e t e r m i n i n g an a p p r o p r i a t e 
raedium-terni F i n a n c i a l Targe t i s o b v i o u s l y made much e a s i e r . 

,Form^of the T a r g e t s . The Cha i rmen ' s Group suppor ted the d e c l a r a t i o n i n 
last y e a r ' s White Paper on the N a t i o n a l i s e d I n d u s t r i e s t h a t , " A f i n a n c i a l 
garget must o b v i o u s l y be t a i l o r e d to the c i r c u m s t a n c e s o f a p a r t i c u l a r 
industry," (Cmnd.7131, p a r a . 7 0 ) . I t has welcomed the f a c t t ha t the 

a r g e t s so fa r announced have, a c c o r d i n g l y , v a r i e d a p p r e c i a b l y i n form, 
Reflecting the w i d e l y d i f f e r i n g b u s i n e s s s i t u a t i o n s o f the C o r p o r a t i o n s . 



Time Span. The F i n a n c i a l Ta rge t s se t must cover a medium-term p e r i o d i  f 
they are to p r o v i d e the C o r p o r a t i o n s w i t h a u s e f u l measure o f s t r a t e g i c 
guidance. The p e r i o d shou ld n o r m a l l y be o f the o r d e r o f th ree y e a r s , 
possibly r a n g i n g up to as much as f i v e y e a r s , depending on the s i t u a t i o n i n 
the i n d u s t r i e s c o n c e r n e d . In no c i r c u m s t a n c e s shou ld t he re be a 
recurrence o f the s i t u a t i o n whereby one-year T a r g e t s were l a i d down f o r 
Br i t i sh Gas C o r p o r a t i o n and the E l e c t r i c i t y C o u n c i l f o r 1979 /80 . Though a 
fundamental change i n c i r c u m s t a n c e s may o c c a s i o n a l l y n e c e s s i t a t e the 
revision o f some p a r t i c u l a r Targe t i n m i d - t e r m , the annua l r e v i e w procedure 
should no rma l ly be used as a m o n i t o r i n g mechanism o n l y . 

Consultat ion. The Cha i rmen 1 s Group a t t a c h e d g r e a t impor tance to the 
promise i n Cmnd.7131 t h a t the Government would se t F i n a n c i a l T a r g e t s a f t e r 
consultation w i t h the C o r p o r a t i o n s c o n c e r n e d . However, a c t u a l e x p e r i e n c e 
to date has been mixed ; e g , w h i l e some C o r p o r a t i o n s have been f u l l y 
involved by t h e i r Depar tments , the re was v i r t u a l l y no d i s c u s s i o n a t a l l 
prior to the s e t t i n g o f a Targe t f o r B r i t i s h Gas C o r p o r a t i o n e a r l y t h i s 
year. Unless the re i s f u l l advance d i s c u s s i o n , o f f i c i a l s may be l e s s than 
adequately aware o f a l  l the f a c t o r s wh ich a re r e l e v a n t i n terms o f the 
development o f the i n d u s t r i e s conce rned ; and c o n v e r s e l y , i  f those engaged 
in the C o r p o r a t i o n s a r e l e f t unaware o f the w i d e r c o n s i d e r a t i o n s o f 
economic or s e c t o r a l p o l i c y wh ich have i n f l u e n c e d the Government ' s 
decisions, they can h a r d l y then be expected to demonst ra te a f u l  l sense o f 
commitment to the Ta rge t s s e t . 

Coverage. U s e f u l p rog re s s has been made i n the s e t t i n g o f medium-term 
Targets s ince the appearance o f Cmnd.7131 i n M a r c h , 1978. However, the 
coverage i s s t i l  l i n c o m p l e t e , w i t h some major C o r p o r a t i o n s b e i n g amongst 
those s t i l  l l a c k i n g such g u i d a n c e . The Government shou ld seek to p r o v i d e 
a l l Corpora t ions w i t h medium term F i n a n c i a l T a r g e t s be fo re a t t e m p t i n g to 
define Cash L i m i t s f o r 1 9 8 0 / 8 1 . 

THE CASH L I M I T S REGIME 

The Chairmen's Group would be s e r i o u s l y concerned a t any a t tempt to use 
short-term cash c o n t r o l as the predominant t echn ique f o r g u i d i n g the 
operations o f the p u b l i c s e c t o r i n d u s t r i e s , s i n c e t h e i r i n d u s t r i a l 
c h a r a c t e r i s t i c s c a l  l f o r l o n g e r - t e r m s t r a t e g i c g u i d a n c e , ( see paragraph 
10). The C o r p o r a t i o n s ' " c a s h l i m i t s " shou ld be seen , r a t h e r , p r i m a r i l y 
as d e r i v a t i v e f i g u r e s , r e f l e c t i n g whatever e x t e r n a l f i n a n c i n g r equ i r emen t s 
emerge as the v a r i o u s b u s i n e s s e s pursue t h e i r medium-term F i n a n c i a l T a r g e t s 
in the l i g h t o f t h e i r s h o r t - t e r m market c i r c u m s t a n c e s . Though the 
Government may o c c a s i o n a l l y f i n d i t i m p r a c t i c a b l e to r e f r a i n from a d j u s t i n g 
the derived f i g u r e s to some e x t e n t i n the l i g h t o f i t s own s h o r t - t e r m 
financial c o n s t r a i n t s , t h i s shou ld be a v o i d e d i f a t a l l p o s s i b l e , because 
Q f the d i s r u p t i v e e f f e c t s on the b u s i n e s s e s , and on t h e i r customers and 
s u p p H , (see paragraph l i b ) . I f they are approached i n t h i s way - i e , e r s  

s e  en as a u s e f u l r e i n f o r c e m e n t f o r f i n a n c i a l t a r g e t r y - the Group b e l i e v e s 
that the one-year Cash L i m i t s can i n t r o d u c e a v a l u a b l e a d d i t i o n a l element 
of f i n a n c i a l d i s c i p l i n e i n t o the o p e r a t i o n s o f the p u b l i c s e c t o r 
Corporations. 



THE SPECIAL, CHARACTER OF THE CORPORATIONS' CASH L I M I T S 

The Whi te P a p e r o n " C a s h L i m i t s o n P u b l i c E x p e n d i t u r e " , ( C m n d . 6 4 4 0 , 
A p r i l , 1 9 7 6 ) , a c k n o w l e d g e d f r om t h e s t a r t t h e b a s i c d i f f e r e n c e i n c h a r a c t e r 
between th e D e p a r t m e n t s and o t h e r n o n - t r a d i n g o r g a n i s a t i o n s and t h e 
C o r p o r a t i o n s a s c o m m e r c i a l e n t e r p r i s e s , and a c c e p t e d t h a t t h e l a t t e r 
required a l t o g e t h e r - d i f f e r e n t t r e a t m e n t . I n t h i s a r e a , c a s h c o n t r o l was 
to be a p p l i e d o n l y t o t h e b a l a n c i n g e l e m e n t i n t h e C o r p o r a t i o n s ' t o t a l 
i n c o m e - e x p e n d i t u r e p a t t e r n s , i e t o t h e i r e x t e r n a l f i n a n c i n g r e q u i r e m e n t s , 
as met by med ium and l o n g t e r m b o r r o w i n g s , i r r e s p e c t i v e o f s o u r c e , P u b l i c 
Dividend C a p i t a l and g r a n t s . 

The use o f t h e same t e r m t o c o v e r b o t h t h e r e s t r i c t i o n s i m p o s e d on th e 
Departments 1 t o t a l e x p e n d i t u r e s and t h o s e i m p o s e d on t h e C o r p o r a t i o n ' s 
ex t e rna l f i n a n c i n g r e q u i r e m e n t s t e n d s t o o b s c u r e t h e i m p o r t a n t d i f f e r e n c e s 
i n v o l v e d , and so e n c o u r a g e s m i s u n d e r s t a n d i n g s and m i s j u d g e m e n t s . The 
Chairmen1 s G r o u p s e e s m e r i t i n t h e s u g g e s t i o n t h a t a d i f f e r e n t , and more 
accura t e , t e r m t h a n " c a s h l i m i t s " s h o u l d be e m p l o y e d i n r e l a t i o n t o t h e 
C o r p o r a t i o n s ' f i g u r e s , s u c h a s " E x t e r n a l F i n a n c i n g R e q u i r e m e n t s " o r 
" E x t e r n a l F i n a n c i n g L i m i t s " . 

CONSEQUENTIAL D I F F E R E N C E S 

The f a c t t h a t t h e C o r p o r a t i o n s a r e b u s i n e s s e n t e r p r i s e s , a n d t h e s p e c i a l 
charac t e r o f t h e i r " c a s h l i m i t s " w h i c h s t ems f r o m t h i s , hav e i m p o r t a n t 
i m p l i c a t i o n s . Compared t o t h e o p e r a t i o n o f t h e C a s h L i m i t s r e g i m e i n t h e 
case o f t h e D e p a r t m e n t s , t h r e e m a i n c o n s e q u e n t i a l d i f f e r e n c e s a r i s e . 
These a f f e c t t h e way i n w h i c h th e C o r p o r a t i o n s 1 e x t e r n a l f i n a n c i n g l i m i t s 
should be d e t e r m i n e d ; t h e t i m i n g o f t h e e x e r c i s e ; and t h e r e s u l t s w h i c h c a n 
reasonably b e e x p e c t e d t o a r i s e f r o m the use o f t h i s f o r m o f d i s c i p l i n e i n 
the p u b l i c s e c t o r i n d u s t r i e s . 

Determining t h e C a s h L i m i t s 

The method e m p l o y e d t o d e c i d e o n w h a t c a s h l i m i t s s h o u l d be s e t f o r t h e 
Co rpo ra t i ons m u s t i n e v i t a b l y be more c o m p l i c a t e d t h a n i n t h e c a s e o f t h e 
Departments. T h i s i s b e c a u s e t h e C o r p o r a t i o n s 1 e x p e c t a t i o n s a b o u t t h e i r 
ex te rna l f i n a n c i n g r e q u i r e m e n t s a r e d e r i v e d f r o m c o m p l e x b u s i n e s s p l a n s 
which embrace a l  l a s p e c t s o f t h e i r o p e r a t i o n s , c o v e r i n g n o t o n l y p l a n s f o r 
current e x p e n d i t u r e s , b u t a l s o e x p e c t a t i o n s a b o u t t h e i r r e v e n u e s , t h e i r 
c a p i t a l s p e n d i n g p l a n s , and so o n . T h u s , t h e G o v e r n m e n t c a n n o t come t o 
any r e a l i s t i c v i e w on t h e C o r p o r a t i o n s ' e s t i m a t e s o f t h e i r e x t e r n a l 
f i nanc ing r e q u i r e m e n t s w i t h o u t f i r s t e x a m i n i n g t h e s e w i d e r a s p e c t s o f t h e i r 
under l y ing b u s i n e s s p l a n s i n c o n s i d e r a b l e d e t a i l . The l e t t e r s r e c e i v e d 
from M i n i s t e r s i n e a r l y O c t o b e r a b o u t t h e s e t t i n g o f t h e C o r p o r a t i o n s ' c a s h 
l i m i t s f o r 1980/81 a p p e a r t o a c c e p t t h i s p o i n t i n p r i n c i p l e . 

Such an a p p r o a c h c a r r i e s , h o w e v e r , one i m p o r t a n t i m p l i c a t i o n . The C a s h 
Limits r e g i m e may a l l o w M i n i s t e r s t o d i s t a n c e t h e m s e l v e s f r o m t h e 
C o r p o r a t i o n s ' b u s i n e s s d e c i s i o n a f t e r t h e C a s h L i m i t s h a v e b e e n s e t ; b u t 
^h i l e t h ey a r e b e i n g s e t , t h e o p e r a t i o n o f t h e s y s t e m d r a w s D e p a r t m e n t s 
inexo rab l y i n t o some d e g r e e o f i n v o l v e m e n t i n t h e m o s t s e n s i t i v e a r e a s o f 
usiness p l a n n i n g . And s u c h i n v o l v e m e n t m u s t , i n t u r n , i n e v i t a b l y l e a d t o 

some deg ree o f c o m m i t m e n t a s r e g a r d s t h e p r i n c i p a l a s s u m p t i o n s 
underp inn ing t h e C o r p o r a t i o n s ' b u s i n e s s p l a n s . 
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This i s c e r t a i n l y the case w i t h r ega rd to the assumpt ions made about f u t u r e 
price changes . Fo r most C o r p o r a t i o n s , t he re i s a d i r e c t c o n n e c t i o n 
between the v iews which they take about the e x t e n t and the t i m i n g o f 
price i n c r e a s e s i n the year ahead and the s c a l e o f the e x t e r n a l f i n a n c i n g 
which they expec t to have to r e c r u i t . Thus , the Government cannot 
reasonably proceed on the b a s i s o f the l a t t e r f i g u r e s but then c l a i m to be 
altogether uncommitted w i t h r ega rd to the a n t i c i p a t e d p r i c e changes wh ich 
underlie them. 

Assumptions about pay i n c r e a s e s a f f e c t f o r e c a s t s o f e x t e r n a l f i n a n c i n g 
requirements to a l e s s e r e x t e n t . N e v e r t h e l e s s , the l i n k i s c l o s e enough 
to make i t i m p r a c t i c a b l e f o r M i n i s t e r s to a v o i d t a k i n g a v i e w on what 
level of pay i n c r e a s e s w i l  l be regarded as a c c e p t a b l e f o r the purposes o f 
the cash l i m i t c a l c u l a t i o n s , whatever t h e i r g e n e r a l p o l i c y may be about the 
setting o f wage norms. The l e t t e r s r e c e i v e d from M i n i s t e r s i n e a r l y 
October about the s e t t i n g o f c a s h l i m i t s f o r 1980/81 appear to accep t 
this po in t i n p r i n c i p l e . 

In the l i g h t o f these c o n s i d e r a t i o n s , the Cha i rmen ' s Group makes two 
proposals, ( see A p p e n d i x , paras A13-A14 and A 2 1 ) . F i r s t l y , when M i n i s t e r s 
define the C o r p o r a t i o n s 1 c a sh l i m i t s f o r the year ahead, t h e r e shou ld be an 
accompanying exchange o f l e t t e r s s e t t i n g out the p r i n c i p a l a s sumpt ions 
which u n d e r l i e the f i g u r e s s e t and i d e n t i f y i n g r e s p o n s i b i l i t y f o r them. 
Secondly, i  f assumpt ions f o r wh ich M i n i s t e r s bear r e s p o n s i b i l i t y a re 
subsequent ia l ly p roved a p p r e c i a b l y wrong by the cou r se o f e v e n t s , the 
Corporations a f f e c t e d shou ld have the r i g h t to ask the Government e i t h e r to 
reconsider t h e i r e x t e r n a l f i n a n c i n g l i m i t s , o r a l t e r n a t i v e l y , to accep t the 
need for whatever a c t i o n i s n e c e s s a r y to enab le them to s t a y w i t h i n those 
l i m i t s . 

Timing 

The fac t tha t the G o v e r n m e n t s annua l round o f PESC d i s c u s s i o n s i s 
completed some months ahead o f the C o r p o r a t i o n ' s b u s i n e s s p l a n n i n g 
exercises has a lways i n v o l v e d the r i s k t ha t the C o r p o r a t i o n s ' Cash L i m i t s 
would be set p r e m a t u r e l y , on the b a s i s o f e a r l y , t e n t a t i v e d a t a about 
their l i k e l y e x t e r n a l f i n a n c i n g r e q u i r e m e n t s , ( see A p p e n d i x , para A 1 7 ) . 
However, the G o v e r n m e n t s e f f o r t s to e x p e d i t e t h i s y e a r ' s PESC e x e r c i s e has 
made the i s s u e one o f u r g e n c y . I f m a t t e r s proceed a t the pace suggested 
in the l e t t e r s r e c e i v e d from M i n i s t e r s i n e a r l y O c t o b e r , and a White Paper 
formally l a y i n g down the C o r p o r a t i o n s ' e x t e r n a l f i n a n c i n g l i m i t s f o r 
1980/81 i s p u b l i s h e d i n November, the re i s a s e r i o u s r i s k t h a t the f i g u r e s 
w i l l be out o f l i n e w i t h the C o r p o r a t i o n s ' needs . I f s o , the problems 
l i k e l y to face bo th the Government and the i n d u s t r i e s i n c o n n e c t i o n w i t h 
the Cash L i m i t s regime nex t yea r c o u l d be c o n s i d e r a b l y and u n n e c e s s a r i l y 
aggravated. 

Against t h i s background , one p o s s i b l e s o l u t i o n m e r i t s a t t e n t i o n , ( A p p e n d i x , 
para A19) . T h i s sugges t s t h a t , a l t h o u g h a l  l d i s c u s s i o n s on the 
Corporations' e x t e r n a l f i n a n c i n g r equ i r emen t s f o r 1980/81 s h o u l d n a t u r a l l y 
continue to be handled on an i n d i v i d u a l b a s i s , the i n i t i a l White Paper on 
future p u b l i c e x p e n d i t u r e p l a n s p r o j e c t e d f o r November shou ld show o n l y one 
total Cash L i m i t s f i g u r e f o r the n a t i o n a l i s e d i n d u s t r i e s as a w h o l e , 
leaving the f i g u r e s f o r i n d i v i d u a l C o r p o r a t i o n s to be de te rmined f i n a l l y 
nearer B u d g e t - t i m e , on the b a s i s o f the more u p - t o - d a t e a p p r a i s a l s o f t h e i r 
e t e r n a l f i n a n c i n g r equ i remen t s f o r 1980/81 due to be s u b m i t t e d by 
Corporations i n F e b r u a r y . T h i s course would not o n l y h e l p to reduce the 
Chairmen's G r o u p ' s a n x i e t i e s about the c u r r e n t , e x p e d i t e d r e v i e w , but migh t 
also cover a l o n g e r - t e r m p o i n t o f conce rn about the C o r p o r a t i o n s ' 
Influence on the PESC e x e r c i s e wh ich NICG was d i s c u s s i n g w i t h the t h e n -
Chancellor a t the t ime o f the change o f Government. 
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Ukely R e s u l t s 

Since the cash l i m i t s se t f o r the C o r p o r a t i o n s are r e l a t e d to t h e i r 
external f i n a n c i n g l i m i t s o n l y , they are n o r m a l l y s m a l l i n compar i son w i t h 
the t o t a l e x p e n d i t u r e s , and t o t a l revenues i n v o l v e d * . In o the r words , as 
applied i n the p u b l i c s e c t o r i n d u s t r i e s , the Cash L i m i t s regime i n v o l v e s 
relying on v e r y s h o r t l e v e r s to t r y to s h i f t v e r y heavy w e i g h t s . Both f o r 
this reason and s i n c e o the r p r a c t i c a l l i m i t a t i o n s a l s o app ly / / , the r e s u l t s 
w i l l , i n e v i t a b l y , be l e s s d i r e c t and l e s s c e r t a i n than i n the case o f the 
Departments, where the regime d i r e c t l y l i m i t s t o t a l s p e n d i n g . To the 
extent tha t the system h e l p s to s t r e n g t h e n the B o a r d s ' hands i n t h e i r 
constant e f f o r t s to impose f i n a n c i a l d i s c i p l i n e s , bo th i n s i d e t h e i r 
businesses and i n r e l a t i o n to s u p p l i e r s and U n i o n s , i t i s a welcome 
reinforcement. However, the Cha i rmen ' s Group b e l i e v e s t ha t M i n i s t e r s 
would be unwise to exaggera te the r e s u l t s which can r e a s o n a b l y be expected 
to flow from t h i s form o f d i s c i p l i n e i n the p a r t i c u l a r c i r c u m s t a n c e s o f the 
public s e c t o r i n d u s t r i e s . 

With regard to the l i k e l y impac t on pay i n p a r t i c u l a r , much the same 
conclusion a p p l i e s . To the e x t e n t tha t the e x i s t e n c e o f ca sh l i m i t s h e l p s 
to r e s t r a i n U n i o n s ' a m b i t i o n s , the b e n e f i t i s to be welcomed. However, the 
studies which NICG has made i n d i c a t e the many t e c h n i c a l weaknesses o f the 
Cash L i m i t s regime as a r e s t r a i n t on wage b a r g a i n i n g ; and the Unions w i l l 
probably i n c r e a s i n g l y come to a p p r e c i a t e the room f o r manoeuvre wh ich these 
weaknesses a l l o w . In g e n e r a l , the Cha i rmen ' s Group has a p p r e c i a b l e doubts 
about the e f f e c t i v e n e s s o f ca sh l i m i t s as a d e v i c e f o r s i g n i f i c a n t l y 
res t ra in ing pay i n c r e a s e s i n the p u b l i c s e c t o r i n d u s t r i e s . Moreove r , i t 
has cons ide r ab l e m i s g i v i n g s about the l i k e l y consequences fo r i n d u s t r i a l 
relations o f any a t tempt to i n t r o d u c e d i s c r i m i n a t o r y r e s t r a i n t s , a f f e c t i n g 
public s e c t o r pay movements a l o n e . 

At the M i n i s t e r i a l - N I C G L i a i s o n Mee t ing on 23 J u l y , 1979, the C h a i r m e n ' s 
Group was asked whether i t would h e l p to make the impact o f c a s h l i m i t s 
more d i r e c t , and hence more c e r t a i n , i  f the l i m i t s were s u b - d i v i d e d i n some 
way, eg as between revenue and c a p i t a l i t e m s , o r between pay, o t h e r revenue 
items and c a p i t a l i t e m s . Whatever the m e r i t o f such an approach might be 
for the Depar tments , i t would appear i m p r a c t i c a b l e i n the p a r t i c u l a r 
circumstances o f the C o r p o r a t i o n s : i n e v e r y c a s e , t h e i r e x t e r n a l f i n a n c i n g 
l imits cover o n l y a s m a l l p r o p o r t i o n o f t o t a l o u t - g o i n g s ; and i n most 
cases, o the r l i m i t a t i o n s a l s o app ly / / . 

DETAILED ARRANGEMENTS 

The d e t a i l e d arrangements f o r the o p e r a t i o n o f the Cash L i m i t s regime i n 
the case o f the p u b l i c s e c t o r i n d u s t r i e s have deve loped on an ad hoc b a s i s 
o v  e r the past four y e a r s , and c u r r e n t p r a c t i c e i s nowhere c o d i f i e d . 
While t h i s may have been i n e v i t a b l e w h i l e the sys tem was be ing b u i l t up, i t 
is undes i rab le now t h a t the Cash L i m i t s regime has become one of the main 
devices through which the Government r e g u l a t e s the a c t i v i t i e s o f the p u b l i c 
sector i n d u s t r i e s . 

*	 Eg, B r i t i s h A i r w a y s ' t o t a l o u t - g o i n g s f o r 1978 /79 , i n c l u d i n g c a p i t a l 

spending, t o t a l l e d £ 1 , 7 3 5 m i l l i o n . I t s cash l i m i t was £59 m i l l i o n . 


t For 1979/80, out o f 17 C o r p o r a t i o n s , 5 a re expec ted to be f u l l y s e l f ­
f i nanc ing , w i t h n i l o r n e g a t i v e cash l i m i t s ; and i f c r e d i t i s t aken f o r 
l oca l a u t h o r i t y and s p e c i a l Government g r a n t s , a n o t h e r 9 have cash l i m i t s 
wholly r e l a t e d to the f i n a n c i n g o f t h e i r agreed c a p i t a l programmes. 
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The Chairmen's Group b e l i e v e s tha t the t ime has come to s p e l l out c l e a r l y 
how the Cash L i m i t s regime i s meant to opera te i n the case o f the 
Corporations, i n the form o f a Code o f P r a c t i c e . Though t h i s shou ld be 
designed to a p p l y to a l  l C o r p o r a t i o n s as f a r as p o s s i b l e , i  t would need to 
include p r o v i s i o n s to d e a l w i t h the s p e c i a l c i r c u m s t a n c e s o f i n d i v i d u a l 
Corporations i n c e r t a i n i n s t a n c e s . 

The N I C C s g e n e r a l v i ews about the form o f the Cash L i m i t s regime have 
already been s t a t e d i n paragraph l i b above . For any C o r p o r a t i o n , i t s 
medium-term F i n a n c i a l Targe t shou ld be regarded as " the d e t e r m i n i n g f a c t o r 
in i t s framework, o f f i n a n c i a l d i s c i p l i n e " . That hav ing been l a i d down: 

"The cash l i m i t s se t f o r any year shou ld be based on the be s t a v a i l a b l e 
es t imates o f what e x t e r n a l f i n a n c i n g r equ i r emen t s w i l  l emerge f o r the 
Corpora t ions concerned as they pursue t h e i r medium-term F i n a n c i a l 
Targets In the l i g h t o f t h e i r s h o r t - t e r m market c i r c u m s t a n c e s . In 
other words , the c a s h l i m i t s shou ld p r i m a r i l y be d e r i v a t i v e f i g u r e s . 
O b v i o u s l y , s i n c e the s e t t i n g o f Cash L i m i t s i s p a r t o f the 
Governments w i d e r PESC e x e r c i s e , M i n i s t e r s may o c c a s i o n a l l y f i n d i t 
i m p r a c t i c a b l e to r e f r a i n from a d j u s t i n g the f i g u r e s so d e r i v e d to some 
ex ten t , i n the l i g h t o f the G o v e r n m e n t s own s h o r t - t e r m f i n a n c i a l 
c o n s t r a i n t s ; but t h i s shou ld be avo ided i  f a t a l  l p o s s i b l e , because o f 
the d i s r u p t i v e e f f e c t s on the b u s i n e s s e s , and on t h e i r cus tomers and 
s u p p l i e r s " . 

The Chairmen's G r o u p ' s more d e t a i l e d s u g g e s t i o n s about the form o f the 
proposed Code o f P r a c t i c e are se t out a t l e n g t h i n the A p p e n d i x . 

D	 : OTHER ELEMENTS IN THE FINANCIAL FRAMEWORK 

E F F I C I E N C Y 

Respons ib i l i t y f o r e n s u r i n g tha t C o r p o r a t i o n s ope ra t e e f f i c i e n t l y r e s t s 
primarily w i t h t h e i r B o a r d s . T h i s i s not o n l y a du ty imposed on them by 
Statute, but a l s o a ma t t e r o f p r o f e s s i o n a l conce rn and p r o f e s s i o n a l p r i d e . 

The Chairmen's Group i s aware , however , t ha t M i n i s t e r s are a c t i v e l y 
interested i n f i n d i n g ways o f r e i n f o r c i n g these i n t e r n a l p r e s su re s f o r 
e f f i c iency . In t h i s c o n n e c t i o n , i t has t h r ee g e n e r a l o b s e r v a t i o n s : ­

a.	 Some o f t h i s M i n i s t e r i a l conce rn appears to stem from an i m p l i c i t 
assumption t ha t n a t i o n a l i s e d i n d u s t r i e s a re immune from the normal 
compe t i t i ve p r e s s u r e s making f o r g r e a t e r e f f i c i e n c y . T h i s i s not s o . 
In an a p p r e c i a b l e p a r t o f the n a t i o n a l i s e d s e c t o r , the C o r p o r a t i o n s 
face c o n s i d e r a b l e c o m p e t i t i o n from o the r home a n d / o r ove r seas 
bus inesses ; and even i n those i n d u s t r i e s where P a r l i a m e n t has l o n g 
recognised the i n e v i t a b i l i t y o f some l i m i t a t i o n o f d i r e c t c o m p e t i t i o n , 
such as the p u b l i c u t i l i t i e s , the i n d i v i d u a l C o r p o r a t i o n s face 
app rec i ab l e market p r e s s u r e s from s u p p l i e r s o f a l t e r n a t i v e goods and 
s e r v i c e s . 

I n - s o - f a r as the Government sees need to r e i n f o r c e such c o m p e t i t i v e 
pressures f o r e f f i c i e n c y , any a c t i o n s h o u l d , as f a r as p o s s i b l e , be 
i n d i r e c t i n c h a r a c t e r , such as the i m p o s i t i o n o f a framework o f 
f i n a n c i a l d i s c i p l i n e . 

-	 With regard to p r o p o s a l s f o r more d i r e c t a c t i o n to improve e f f i c i e n c y , 
experience shows t h a t , however w e l l - i n t e n t i o n e d , such i n i t i a t i v e s can 
a l l too e a s i l y s l i p ove r i n t o p r o d u c i n g the s o r t o f burdensome, t i m e ­
consuming invo lvemen t o f o f f i c i a l s and c o n s u l t a n t s i n the a f f a i r s o f 
the C o r p o r a t i o n s wh ich the Chairmen hoped t ha t t h i s Government was o f a 
mind to a v o i d . 

c 
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Nevertheless , d e s p i t e i t s r e s e r v a t i o n s , the C h a i r m e n 1 s Group w i l l n a t u r a l l y 
stand ready to c o n s i d e r , i n a p o s i t i v e way, any new s u g g e s t i o n s f o r 
s t imula t ing e f f i c i e n c y i n the p u b l i c s e c t o r i n d u s t r i e s which M i n i s t e r s may 
wish to put f o r w a r d . 

Meanwhile, i  t needs to be borne i n mind t h a t a n o t - i n c o n s i d e r a b l e amount o f 
experimentation i s a l r e a d y under way i n t h i s a r e a : ­

a.	 The l a s t G o v e r n m e n t s p r o p o s a l t ha t the C o r p o r a t i o n s shou ld p r o v i d e 
t h e i r Depar tments , on a r e g u l a r b a s i s , w i t h i n f o r m a t i o n about t h e i r 
achievements i n terras o f a range o f agreed "performance i n d i c a t o r s " , 
together w i t h fo rward p r o j e c t i o n s , i s b e i n g a c t i v e l y p u r s u e d , (Cmnd. 
7131, pa ra 7 7 ) . 

b.	 A p p r e c i a b l e p r o g r e s s has a l r e a d y been made i n c o n n e c t i o n w i t h the l a s t 
Governments f u r t h e r p r o p o s a l tha t a c e r t a i n amount o f i n f o r m a t i o n o f 
t h i s na tu re s h o u l d be made g e n e r a l l y a v a i l a b l e th rough the 
C o r p o r a t i o n s ' Annua l Repor t s and A c c o u n t s , (Cmnd.7131, para 7 8 ) . 

c.	 The NEDO Study on the N a t i o n a l i s e d I n d u s t r i e s recommended t h a t the 
F i n a n c i a l Ta rge t s se t f o r the p u b l i c s e c t o r i n d u s t r i e s shou ld i n c l u d e 
performance o b j e c t i v e s as w e l l as f i n a n c i a l o b j e c t i v e s , e s p e c i a l l y 
where C o r p o r a t i o n s were i n a p o s i t i o n to e x e r c i s e some degree o f 
monopoly power, (pp .33 and 4 9 ) . However, l a s t y e a r ' s White P a p e r , 
whi le m e n t i o n i n g t h i s s u g g e s t i o n , n o t i c e a b l y r e f r a i n e d from f o l l o w i n g 
i t up, (Cmnd.7131, para 7 6 ) ; and c o m p a r a t i v e l y l i t t l e has been done i n 
t h i s r ega rd by the Depar tments , a p a r t from the r e c e n t e l a b o r a t i o n o f 
the Ta rge t s s e t f o r the Pos t O f f i c e * . A l  l t h i s sugges t s t h a t the 
proposa l may i n v o l v e a p p r e c i a b l y g r e a t e r d i f f i c u l t i e s than i t s 
suppor te r s a p p r e c i a t e . Fo r i t s p a r t , the Cha i rmen ' s Group does no t 
f e e l tha t the e x p e r i e n c e ye t a v a i l a b l e wa r r an t s i t s a d o p t i n g any 
c o l l e c t i v e s t ance on the i d e a a t t h i s s t a g e , though i t would not w i s h 
to d i s c o u r a g e expe r imen t s on an i n d u s t r y - b y - i n d u s t r y b a s i s , where the 
Chairmen concerned see advan tages . 

d .	 Under the C o m p e t i t i o n B i l l  , the S e c r e t a r y o f S t a t e f o r Trade w i l  l be 
empowered to c a l l on the Monopol i e s and Mergers Commiss ion to 
i n v e s t i g a t e the e f f i c i e n c y , c o s t s and s t andards o f s e r v i c e o f the 
p u b l i c s e c t o r C o r p o r a t i o n s . C e r t a i n i n i t i a  l p o i n t s o f co n ce rn hav ing 
been d e a l t w i t h d u r i n g d i s c u s s i o n s p r i o r to the p u b l i c a t i o n o f the 
B i l l  , the Cha i rmen ' s Group has not sought to r e s i s t t h i s i n n o v a t i o n . 
However, i t remains w o r r i e d about the burdens wh ich such i n v e s t i g a t i o n s 
w i l l i n v o l v e ; dub ious about the b e n e f i t s l i k e l y to a c c r u e ; and 
unconvinced about the c a p a c i t y o f the Monopo l i e s and Mergers 
Commission to c a r r y out management a u d i t s o f the s o r t env i saged i n the 
time a l l o w e d . 

*	 The F i n a n c i a l Targe t se t f o r Te lecommunica t ions c a l l s f o r a r e d u c t i o n i n 
the u n i t c o s t o f t e l e c o m m u n i c a t i o n s e r v i c e s o f some 5% a year i n r e a l 
terms d u r i n g the p e r i o d 1978 /79 -1982 /83 , i n a d d i t i o n to a c h i e v i n g a 5% 
return on net a s s e t s , r e v a l u e d a t r ep lacement c o s t . The Ta rge t s e t f o r 
postal s e r v i c e s r e q u i r e s them to m a i n t a i n c o n s t a n t p r i c e s i n r e a l t e rms . 
Other C o r p o r a t i o n s have exper imented w i t h s e t t i n g performance t a r g e t s o f 
the i r own: eg B r i t i s h A i r p o r t s A u t h o r i t y ' s Accounts f o r 1978/79 r e c o r d 
that I t has se t i t s e l f the t a sks o f i n c r e a s i n g the number o f passengers 
handled per employee by 3% a y e a r , and o f r e d u c i n g e x p e n d i t u r e per 
passenger, be fo re d e p r e c i a t i o n , by 2i% a year i n r e a l t e rms , over the 
next f i v e y e a r s . 



PRICING POLICY 

If i t i s accep ted t h a t a C o r p o r a t i o n i s o p e r a t i n g r e a s o n a b l y e f f i c i e n t l y , 
then the o b j e c t i v e s which i t i s g i v e n i n terms o f F i n a n c i a l Ta rge t s and 
External F i n a n c i n g L i m i t s w i l l go a l o n g way towards d e t e r m i n i n g what l e v e l 
of sales revenue i  t w i l  l r e q u i r e over the year ahead , and hence the amount 
and t iming of any n e c e s s a r y changes i n s e l l i n g p r i c e s . The p o i n t 
obviously cannot be pressed too f a r . Some C o r p o r a t i o n s , o p e r a t i n g i n 
highly c o m p e t i t i v e e n v i r o n m e n t s , have l i t t l  e i  f any a b i l i t  y to a d j u s t t h e i r 
se l l ing p r i c e s so as to r e a l i s e g i v e n t a r g e t s f o r p r o f i t s and cash f l o w , 
and must opera te a lmost e n t i r e l y on the o the r s i d e o f the c o s t - p r i c e 
r e l a t i o n s h i p . And even f o r those C o r p o r a t i o n s which have some g r e a t e r 
degree o f market i n f l u e n c e , many u n c e r t a i n i t i e s may i n t e r v e n e . 
Nevertheless, i t i s e s s e n t i a l t ha t the Government shou ld have a c l e a r 
understanding o f the i m p l i c a t i o n s f o r p r i c i n g o f the F i n a n c i a l T a r g e t s and 
External F i n a n c i n g L i m i t s wh ich i  t s e t s . 

I, As paragraph 7 i n d i c a t e d , t h i s has a l  l too o f t e n no t been the case i n the 
past. L o o k i n g f o r w a r d , the G o v e r n m e n t s welcome d e c i s i o n to a b o l i s h the 
Price Commission and to abandon d i r e c t p r i c e r e s t r a i n t s s h o u l d s e r v e to 
reduce the d i f f i c u l t i e s i n f u t u r e ; but i t does not n e c e s s a r i l y remove the 
problem a l t o g e t h e r . In p a r t i c u l a r , some p o t e n t i a l a r ea s o f c o n f l i c t 
remain v i s - a - v i s the s t a t u t o r y powers o f the D i r e c t o r G e n e r a l of F a i r 
Trading and the Monopo l i e s and Mergers Commiss ion . A l t h o u g h the new 
Competition B i l  l r e q u i r e s the Monopo l i e s and Mergers Commission to accep t 
any F i n a n c i a l Ta rge t s and Cash L i m i t s l a i d down by M i n i s t e r s as " g i v e n 
data" i n c o n n e c t i o n w i t h i t s i n v e s t i g a t i o n s i n t o the e f f i c i e n c y o f p u b l i c 
sector i n d u s t r i e s , the B i l  l does no t ex tend t h a t r u l e to o t h e r a c t i v i t i e s 
of the MMC, nor does I t a p p l y i t to the a c t i v i t i e s o f the D i r e c t o r G e n e r a l 
of Fa i r T r a d i n g . Thus , t h e r e i s need f o r p rocedures to be agreed between 
the Government, the C o r p o r a t i o n s , the DGFT and the MMC f o r d e a l i n g 
e f f ec t i ve ly and s p e e d i l y w i t h any p r o p o s a l s from the C o r p o r a t i o n s f o r p r i c e 
increases wh ich stem from the s e t t i n g o f F i n a n c i a l T a r g e t s and Cash L i m i t s . 
More g e n e r a l l y , though the C h a i r m e n 1 s Group i s much encouraged by the 
evident d e t e r m i n a t i o n o f the p re sen t Government to a v o i d i n t e r v e n i n g i n 
commercial i s s u e s , sad e x p e r i e n c e shows tha t the p o l i t i c a l p r e s s u r e s on 
Ministers to b l o c k n e c e s s a r y but unpopular p u b l i c s e c t o r p r i c e i n c r e a s e s 
have a l l too o f t e n e v e n t u a l l y overcome good i n t e n t i o n s i n the p a s t . 

INVESTMENT APPROVALS AND APPRAISALS 

' The p u b l i c s e c t o r i n d u s t r i e s have v e r y l a r g e i n v e s t m e n t programmes, o f t e n 
involving i n d i v i d u a l p r o j e c t s w i t h l o n g " l e a d t i m e s " . These programmes 
currently i n v o l v e c a p i t a l o u t l a y s o f w e l l over £4 b i l l i o n a y e a r , accoun t 
for about o n e - f i f t h o f a l l o f B r i t a i n 1 s inves tment i n f i x e d a s s e t s , and 
provide a w o r k - l o a d wh ich i s c r u c i a l f o r the w e l l - b e i n g o f many p r i v a t e 
sector c a p i t a l goods m a n u f a c t u r e r s . I t i s thus e s s e n t i a l from many a n g l e s 
that any framework o f f i n a n c i a l d i s c i p l i n e shou ld i n c l u d e arrangements 
which are capab le o f r e g u l a t i n g t h i s inves tment a c t i v i t y s u c c e s s f u l l y . 

' The e x i s t i n g arrangements i n t h i s f i e l d f a l l i n t o two main p a r t s . The 
f irs t i n v o l v e s annua l r e v i e w s o f the C o r p o r a t i o n s ' medium term inves tmen t 
Programmes by t h e i r s p o n s o r i n g Depar tments , l e a d i n g up to M i n i s t e r i a l 
author isa t ions f o r c e r t a i n percen tages o f the t o t a l l e v e l s o f c a p i t a l 
sPending proposed i n each o f the f i r s t t h ree y e a r s o f the programmes, as a 
basis for the advance commitments needed to keep inves tmen t a c t i v i t y 
tunning smoo th ly . These arrangements were examined i n dep th i n 1975, and 
useful changes made; and w h i l e the re are s p e c i f i c p o i n t s a t wh ich 
improvements c o u l d s t i l  l be e f f e c t e d , the Cha i rmen ' s Group b e l i e v e s t ha t 
"ey can be i n c o r p o r a t e d w i t h o u t any s u b s t a n t i a l change i n the framework 

o  f f i n a n c i a l d i s c i p l i n e . 
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There I s , however , some u n c e r t a i n t y about the l i n k s between t h i s 
procedure f o r f u tu r e inves tment a u t h o r i s a t i o n s and the procedure f o r 
setting Cash L i m i t s . The Cha i rmen ' s Group would welcome an assurance t h a t , 
once a forward c a p i t a l spending programme has been a u t h o r i s e d i n whole or 
substant ial p r o p o r t i o n , Cash L i m i t s w i l  l be set fo r the years concerned a t 
a l eve l which makes f u l l p r o v i s i o n fo r the f i n a n c i n g o f t ha t c a p i t a l 
spending. L a t e r e v i s i o n s i n c a p i t a l spending programmes o c c a s i o n e d by 
inadequate cash l i m i t s can have e x t r e m e l y s e r i o u s r e p e r c u s s i o n s , not o n l y 
on the C o r p o r a t i o n s t h e m s e l v e s , but a l s o on many p r i v a t e s e c t o r companies 
in the c a p i t a l goods i n d u s t r i e s , who are o f t e n h e a v i l y dependent on p u b l i c 
sector o r d e r s . 

The second se t o f arrangements bears on the l i k e l y p r o f i t a b i l i t y o f the 
various p r o j e c t s making up those o v e r a l l c a p i t a l spending programmes. The 
approach se t out i n the 1967 Whi te Pape r , w h i c h r e v o l v e d around the 
proposit ion t ha t the p r o f i t p r o s p e c t s o f each i n d i v i d u a l p r o j e c t shou ld be 
appraised by use o f the Tes t D i s c o u n t Ratze (TDR) sys tem, was dropped l a s t 
year as a governmenta l r e q u i r e m e n t , and i t was l e f t to each C o r p o r a t i o n to 
determine i t s own methods o f inves tment a p p r a i s a l i n f u t u r e . In i t s 
place, the 1978 White Paper proposed tha t the p r o f i t a b i l i t y o f each 
Corpora t ions i nves tmen t p l a n s s h o u l d h e n c e f o r t h be a p p r a i s e d i n terms o f 
whether i t s new c a p i t a l o u t l a y s taken as a whole were l i k e l y to a c h i e v e a 
su f f i c i en t r e t u r n to cove r the c u r r e n t " o p p o r t u n i t y c o s t o f c a p i t a l " , 
( i den t i f i ed as 5 per cen t i n r e a l terms be fo re t a x ) ; and i t was i n d i c a t e d 
that t h i s would become one o f the f a c t o r s to be taken i n t o account i n 
determining F i n a n c i a l T a r g e t s , (Cmnd.7131, paras 57 and 6 0 ) . In a d d i t i o n , 
the White Paper put forward a new mechanism f o r imp lemen t ing t h i s new 
approach, i n the form o f the Requ i r ed Rate o f R e t u r n (RRR) s y s t e m , (pa ras 
60-63 and Appendix I )  . 

The Chairmen's Group accep t ed the " o p p o r t u n i t y c o s t o f c a p i t a l " c o n c e p t . 
Moreover, the s t r e n g t h o f the g e n e r a l arguments advanced i n favour o f the 
RRR system as a t echn ique f o r a p p l y i n g tha t concept was f u l l y r e c o g n i s e d . 
However, a number o f Chairmen were h e s i t a n t about the p r a c t i c a b i l i t y o f the 
RRR system i n terms o f the p a r t i c u l a r i n d u s t r i a l s i t u a t i o n s f a c i n g t h e i r 
businesses, an a s p e c t on which no s e r i o u s s t u d i e s had been done . NICG made 
clear to the l a t e C h a n c e l l o r i t s r e s e r v a t i o n s i n t h i s r e g a r d ; and i n the 
event, the key sentence i n Cmnd.7131 s t a t e d o n l y t h a t , "The Government i s 

d i s c u s s i n g w i t h ( t he C o r p o r a t i o n s ) the development o f a more d i r e c t 
way of r e l a t i n g the o p p o r t u n i t y c o s t o f c a p i t a l to t h e i r f i n a n c i a l 
performance i n o r d e r to r e i n f o r c e the p r i n c i p l e s o f Cmnd.3437", ( P a r a 6 0 ) . 
The Chairmen's Group s u b s e q u e n t l y i n d i c a t e d to M i n i s t e r s t h a t , u n t i l those 
discussions had been completed and the r e s u l t s had been c o n s i d e r e d , the 
Chairmen's Group would c o n t i n u e to r e s e r v e judgement on the use o f the RRR 
system as a t echn ique f o r a p p l y i n g the " o p p o r t u n i t y c o s t o f c a p i t a l " 
concept. That remains i t s p o s i t i o n . 

CAPITAL STRUCTURE AND FINANCING 

The a b i l i t y o f the C o r p o r a t i o n s to opera te s a t i s f a c t o r i l y w i t h i n any 
framework o f f i n a n c i a l d i s c i p l i n e w i l l depend i n p a r t on the e x i s t e n c e of 
suitable arrangements w i t h r ega rd to t h e i r c a p i t a l s t r u c t u r e s and t h e i r 
f inancing. At t h i s s t a g e , the Cha i rmen ' s Group wishes to r e s e r v e comment 
on any p o i n t s o f common conce rn wh ich may emerge i n these r ega rds from 
study of the v a r i o u s " p r i v a t i s a t i o n " p r o p o s a l s be ing put fo rward by the 
Government. However, i t would s t i l l see advantage i n d i s c u s s i o n s b e i n g 
h e l d at o f f i c i a l s l e v e l on the r a t h e r more d e t a i l e d p o i n t s r a i s e d i n the 
Memorandum on " C a p i t a l S t r u c t u r e and Sources o f F i n a n c e " wh ich i  t submi t t ed 
to the Treasury i n F e b r u a r y , 1979 and which has not ye t been c o n s i d e r e d , 
rn these d i s c u s s i o n s , the NICG would w i s h to p u r s u e , among o t h e r m a t t e r s , 
ne current l i m i t a t i o n s on o v e r d r a f t s and o the r forms o f temporary 

G r o w i n g s , and the t rea tment o f l e a s i n g . 



- 13 -

THE TREATMENT OF INFLATION 

Like a l  l p a r t s o f the economy, the p u b l i c s e c t o r I n d u s t r i e s f i n d the 
conduct o f t h e i r a f f a i r s rendered i n c r e a s i n g l y d i f f i c u l t by the cou r se o f 
i n f l a t i o n . Indeed , s i n c e the C o r p o r a t i o n s ' f i x e d a s s e t s a re so 
considerable and o f t e n so l o n g - l i v e d , the impact o f i n f l a t i o n on economic 
and f i n a n c i a l r e l a t i o n s h i p s i n the p u b l i c s e c t o r i n d u s t r i e s i s p a r t i c u l a r l y 
severe. Any framework, o f f i n a n c i a l d i s c i p l i n e must embrace arrangements 
to cope w i t h t h i s a s p e c t . In p a r t i c u l a r , t h ree p o i n t s w i l l r e q u i r e 
a t tent ion. 

Pr ic ing . The l e v e l o f p r i c e s charged by p u b l i c s e c t o r C o r p o r a t i o n s 
should, wherever p o s s i b l e , be h i g h enough to cove r the f u l  l c u r r e n t c o s t s 
of p roduc t ion , i n c l u d i n g the rep lacement c o s t o f c a p i t a l a s s e t s "used up" 
in the process o f p r o d u c t i o n . Such p r i c e s cannot a lways be secured by 
Corporations f a c i n g h i g h l y c o m p e t i t i v e market s i t u a t i o n s . However, u n l e s s 
the Government a l l o w s the use o f f u l l " c u r r e n t c o s t " p r i c i n g i n s i t u a t i o n s 
where i t J j 3 p r a c t i c a b l e , and makes i t s suppor t f o r t h a t p o l i c y w i d e l y known 
in the community, i t w i l l be a c q u i e s c i n g i n a p r o g r e s s i v e h idden e r o s i o n o f 
the c a p i t a l base o f the C o r p o r a t i o n s c o n c e r n e d , and the reby a g g r a v a t i n g 
public s ec to r f i n a n c i n g problems i n fu tu r e y e a r s . 

Financial T a r g e t s . C o r r e s p o n d i n g l y , the F i n a n c i a l Ta rge t s s e t f o r the 
Corporations s h o u l d , as f a r as p o s s i b l e , be exp res sed i n terms which take 
account o f the impact o f i n f l a t i o n . T h i s cannot ye t be done a c r o s s - t h e ­
board; but i t i s encourag ing to note t ha t n i n e o f the F i n a n c i a l Ta rge t s s e t 
recently have been expressed i n t h i s way. 

-	 Financial A c c o u n t s . The Cha i rmen ' s Group and a l l i n d i v i d u a l C o r p o r a t i o n s 
have accepted the s ta tement i n c l u d e d i n l a s t y e a r ' s White Paper on the 
Nationalised I n d u s t r i e s t h a t , "when an i n f l a t i o n a c c o u n t i n g s t anda rd i s 
approved, i t w i l l a p p l y to the n a t i o n a l i s e d i n d u s t r i e s , s u b j e c t to any 
necessary adjus tments to meet t h e i r s p e c i a l c i r c u m s t a n c e s " , ( p a r a . 7 2 ) . 
Earl ier t h i s y e a r , NICG produced an I n t e r i m Code o f P r a c t i c e , de s igned to 
reduce the d i f f e r e n c e s wh ich had deve loped w i t h r ega rd to the t r ea tment o f 
i n f l a t i o n i n n a t i o n a l i s e d i n d u s t r i e s ' A c c o u n t s i n the absence o f any 
au thor i t a t ive l e a d from the accoun tancy b o d i e s . F o l l o w i n g on from t h i s , 
NICG r e c e n t l y sent to the T r e a s u r y i t s a n a l y s i s o f the c u r r e n t p r o p o s a l s 
for a new I n f l a t i o n A c c o u n t i n g S t a n d a r d , as se t out i n Exposure D r a f t 2 4 . 
It hopes t h a t , a f t e r d i s c u s s i o n , agreement can be reached on a j o i n t 
statement wh ich the Government and the Cha i rmen ' s Group c o u l d make to the 
Accounting S tandards Committee w i t h r ega rd to the a p p l i c a t i o n o f such an 
Accounting Standard to the p u b l i c s e c t o r i n d u s t r i e s , i n c l u d i n g any 
adjustments judged n e c e s s a r y to meet t h e i r s p e c i a l c i r c u m s t a n c e s . 
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APPENDIX 

DETAILED ARRANGEMENTS FOR THE CASH LIMITS REGIME 

IN THE PUBLIC SECTOR INDUSTRIES 


Paragraph 33 o f the main paper s t a t e s the C h a i r m e n 1 s G r o u p ' s v i e w t h a t " the 
time has come to s p e l l out c l e a r l y how the Cash L i m i t s regime i s meant to 
operate i n the case o f the C o r p o r a t i o n s , i n the form of a Code o f 
Prac t ice" ; and paragraph 34 then d e s c r i b e s the N I C G ' s g e n e r a l t h i n k i n g on 
this ma t t e r . T h i s Appendix e l a b o r a t e s on t ha t a p p r o a c h . 

TERMINOLOGY 

The term "Cash L i m i t s " shou ld be r e p l a c e d by one which more a c c u r a t e l y 

describes the system as i  t a p p l i e s to the C o r p o r a t i o n s , such as " E x t e r n a l 

Financing Requi rements" or " E x t e r n a l F i n a n c i n g L i m i t s " . 


RELEVANT INFORMATION 

Three main types o f i n f o r m a t i o n are neces sa ry be fo re M i n i s t e r s can 

properly d e c i d e on E x t e r n a l F i n a n c i n g L i m i t s : ­

a.	 The medium-term F i n a n c i a l T a r g e t s a t wh ich the C o r p o r a t i o n s shou ld be 

a iming . 


b.	 The best a v a i l a b l e e s t i m a t e s o f what i n d i v i d u a l C o r p o r a t i o n s a r e l i k e l y 
to need by way o f e x t e r n a l f i n a n c i n g i n the next f i n a n c i a l y e a r . 

c.	 The Government ' s own assessment o f the o v e r a l l p u b l i c s e c t o r f i n a n c i n g 
s i t u a t i o n i n the year ahead, l e a d i n g on to i n i t i a l v i ews about the 
d e s i r a b l e l e v e l o f the P u b l i c S e c t o r Bor rowing Requ i rement , to wh ich 
the t o t a l o f the C o r p o r a t i o n s ' e x t e r n a l f i n a n c i n g r equ i r emen t s 
c o n t r i b u t e s . 

As i n d i c a t e d i n the main paper , the Cha i rmen ' s Group b e l i e v e s t h a t the 
f i rs t of those i t ems shou ld be the p r i n c i p a l f a c t o r a f f e c t i n g the 
setting of Cash L i m i t s . 

MACHINERY 

 The Corpora t ions a l r e a d y p r o v i d e t h e i r s p o n s o r i n g Departments w i t h 
considerable i n f o r m a t i o n about t h e i r b u s i n e s s p lans f o r the year ahead . 
Though arrangements v a r y somewhat, r e t u r n s a re n o r m a l l y made i n t e n t a t i v e 
form i n the Autumn, i n r e a s o n a b l y complete form i n the f o l l o w i n g F e b r u a r y , 
and i n f i n a l form s h o r t l y a f t e r w a r d s . These s e v e r a l s u b m i s s i o n s show the 
best es t imates a v a i l a b l e a t the t ime o f the revenues and e x p e n d i t u r e s wh ich 
a r  e l i k e l y to a r i s e as the C o r p o r a t i o n s pursue t h e i r medium-term F i n a n c i a l 
Targets i n the l i g h t o f the s h o r t - t e r m b u s i n e s s c o n d i t i o n s a n t i c i p a t e d ; and 
S e t out i n d e t a i l a l l the background da ta and assumpt ions u n d e r l y i n g those 
e s t lmates: and i n the l a t e r v e r s i o n s , they a l s o s t a t e what l e v e l o f 
e t e r n a l f i n a n c i n g i s l i k e l y to be r e q u i r e d i n the year ahead . 

From the G o v e r n m e n t s v i e w p o i n t , t h i s i n f o r m a t i o n forms one o f the many 
inputs brought toge the r i n the annual PESC e x e r c i s e . The d e c i s i o n s 
iowing from tha t e x e r c i s e s u b s e q u e n t l y emerge i n th ree main ways: i n the 

annual White Paper on the G o v e r n m e n t s F i v e Year E x p e n d i t u r e P l a n s , 
f o r m a l l y been p u b l i s h e d i n January i n the pas t few y e a r s ) , wh ich 
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includes f i g u r e s f o r the n a t i o n a l i s e d i n d u s t r i e s ' e x t e r n a l b o r r o w i n g 

requirements i n the next f i n a n c i a l y e a r , i n t o t a l and by i n d i v i d u a l 

Corporat ions; i n the E s t i m a t e s put to P a r l i a m e n t , ( w h i c h are now b e i n g 

brought i n t o l i n e w i t h the Cash L i m i t s se t f o r the c o r r e s p o n d i n g 

Departmental " b l o c k s " ) ; and i n the Budget , and the accompanying Budget 

Statement and F i n a n c i a l R e v i e w . 


The formal s t a t u s o f the f i g u r e s showing e x t e r n a l bo r rowing requ i remen t s 
for i n d i v i d u a l C o r p o r a t i o n s which are i n c l u d e d i n the White Paper on F i v e -
Year Expend i tu re P l a n s has never been c l e a r l y d e f i n e d ; but the 
a u t h o r i t a t i v e s ta tement o f Cash L i m i t s f o r the p u b l i c s e c t o r i n d u s t r i e s 
for the coming year i s n o r m a l l y t aken to be tha t a p p e a r i n g a t Budge t - t ime 
in the F i n a n c i a l Statement and Budget Rev iew. T h i s c o v e r s 17 o f the 21 
Corporations l i n k e d w i t h NICG, w i t h the e x c e p t i o n s be ing the N a t i o n a l Water 
Counci l , C i v i l A v i a t i o n A u t h o r i t y and UKAEA, (whose p o s i t i o n i s d e a l t w i t h 
through the Cash L i m i t s s e t f o r t h e i r D e p a r t m e n t s ) , and London T r a n s p o r t 
Executive. 

IA7. The Chairmen 's Group i s g e n e r a l l y s a t i s f i e d w i t h t h i s e x i s t i n g m a c h i n e r y . 
Its main r e s e r v a t i o n , r e f l e c t i n g a c o n s i d e r a b l e a n x i e t y about t i m i n g , i s 
indicated i n paragraphs A15-A19 b e l o w . 

THE PROCESS OF DECISION-MAKING 

Decisions on the C o r p o r a t i o n s ' E x t e r n a l F i n a n c i n g L i m i t s a r e a ma t t e r f o r 
the Government, a l b e i t f o r p r a c t i c a l r a t h e r than s t a t u t o r y r e a s o n s . 
However, M i n i s t e r s cannot expec t the Boards o f the C o r p o r a t i o n s to c a r r y 
r e s p o n s i b i l i t y f o r o p e r a t i n g t h e i r v e r y l a r g e e n t e r p r i s e s s u c c e s s f u l l y 
unless a major element i n t h e i r b u s i n e s s p l ans - t h e i r a cces s to e x t e r n a l 
financing - i s de te rmined i n a way which pays adequate r ega rd to the 
Boards' own judgements o f t h e i r needs . 

The s e t t i n g o f the C o r p o r a t i o n s ' E x t e r n a l F i n a n c i n g L i m i t s ought thus to be 
preceded by f u l l c o n s u l t a t i o n , i n v o l v i n g the normal p r o c e s s o f s u c c e s s i v e 
d i scuss ions , l e a d i n g to s u c c e s s i v e ad jus tments i n v i e w s , u n t i l f i g u r e s are 
reached which a r e t o l e r a b l e bo th i n terms o f the C o r p o r a t i o n s ' p o s i t i o n as 
commercial e n t i t i e s and i n terms o f the G o v e r n m e n t s judgement o f o v e r a l l 
national p r i o r i t i e s . C o n s i d e r a b l e conc e rn has been caused by the f a c t 
that Cash L i m i t s f o r 1979/80 were r e v i s e d i n March and a g a i n i n June o f 
this year w i t h o u t t ha t p rocess o f c o n s u l t a t i o n h a v i n g been f u l l y c a r r i e d 
through, and w i t h o u t the C o r p o r a t i o n s ' accep tance o f the E x t e r n a l F i n a n c i n g 
Limits set h a v i n g been secured i n a l  l c a s e s . W h i l e the C h a i r m e n ' s Group 
appreciates tha t s p e c i a l f a c t o r s were a t work i n the case o f the June 
rev i s ions , i t u rges s t r o n g l y t h a t the Code o f P r a c t i c e s h o u l d be drawn i n 
such a way as to ensure f u l l c o n s u l t a t i o n , and as f a r as p o s s i b l e f u l l 
agreement, on a l  l f u t u r e o c c a s i o n s . 

' The Government shou ld keep c l o s e l y i n mind the w i d e - r a n g i n g and d i s r u p t i v e 
effects wh ich r e v i s i o n s o f the E x t e r n a l F i n a n c i n g L i m i t s can have on the 
whole o f the C o r p o r a t i o n s ' b u s i n e s s p l a n n i n g . They may w e l l , f o r example , 
force sudden changes i n inves tment p lans wh ich can s e r i o u s l y d i s t u r b the 
well-being o f the p r i v a t e s e c t o r c a p i t a l goods i n d u s t r i e s ; and they can 
nave a l t o g e t h e r - d e l e t e r i o u s e f f e c t s on the c a r e f u l l y p lanned course o f 
discussions w i t h the U n i o n s . 

THJLjASgS OF ASSESSMENTS 

^hen drawing up t h e i r b u s i n e s s p l a n s i n the p a s t , the C o r p o r a t i o n s have had 
the ^benefit o f some guidance from the Government on economic i s s u e s ; a 
measure o f s t a b i l i t y has e x i s t e d on the c a p i t a l e x p e n d i t u r e s i d e by r ea son 
Q f the procedure f o r p r i o r M i n i s t e r i a l a u t h o r i s a t i o n s , r a n g i n g th ree yea r s 
ahead; and the e x i s t e n c e o f p u b l i c l y - s t a t e d C o u n t e r - I n f l a t i o n P o l i c i e s 
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has provided guidance on wages i s s u e s i n most r e c e n t y e a r s . N e v e r t h e l e s s , 
it has always been accepted tha t i t i s the r e s p o n s i b i l i t y o f the Boards o f 
the Corpora t ions to d e c i d e on the assumpt ions u n d e r l y i n g t h e i r b u s i n e s s 
planning, making such use o f Government gu idance as they judge p r o p e r . 

2, The Chairmen's Group b e l i e v e s s t r o n g l y t h a t t h i s arrangement shou ld 
continue, bo th on p r a c t i c a l grounds and grounds o f p r i n c i p l e . The Code o f 
Practice shou ld t h e r e f o r e l a y down tha t i t i s the r e s p o n s i b i l i t y o f each 
Corporation to de te rmine what assumpt ions shou ld be i n c l u d e d i n i t s 
business p l a n , except where the Government e x p l i c i t l y i n t e r v e n e s to l a y 
down guidance on any p a r t i c u l a r i s s u e , as M i n i s t e r s have j u s t done, i n 
effect, i n r e l a t i o n to the a l l o w a n c e to be i n c l u d e d f o r pay i n c r e a s e s . 

3, It i s impor tant t h a t a t the end o f the p r o c e s s , i e , when e x t e r n a l f i n a n c i n g 
l imits are e v e n t u a l l y s e t f o r the C o r p o r a t i o n s , i  t shou ld be c l e a r to a l  l 
concerned what assumpt ions u n d e r l i e the f i g u r e s and who bears 
r e s p o n s i b i l i t y f o r them. A c c o r d i n g l y , a t the t ime when the e x t e r n a l 
financing l i m i t s are p u b l i s h e d , the re shou ld be an exchange o f l e t t e r s 
between the Departments and the C o r p o r a t i o n s c o v e r i n g these m a t t e r s . 

4, The Code o f P r a c t i c e shou ld make p r o v i s i o n to cover the s i t u a t i o n where 
assumptions f o r w h i c h r e s p o n s i b i l i t y r e s t s w h o l l y o r s u b s t a n t i a l l y w i t h 
Ministers are found to be a p p r e c i a b l y wrong as the year p r o c e e d s , and the 
divergence endangers any C o r p o r a t i o n ' s a b i l i t y to l i v e w i t h i n i t s e x t e r n a l 
financing l i m i t . I n t h i s e v e n t , the C o r p o r a t i o n concerned shou ld be 
enti t led to ask the Government to take one or o t h e r o f two c o u r s e s . The 
f i r s t would be f o r the Government to a d j u s t i t s e x t e r n a l f i n a n c i n g l i m i t by 
an appropr ia te amount, i n l i n e w i t h the w e l l - e s t a b l i s h e d p r a c t i c e a p p l i e d 
to Departmental cash l i m i t s when p o l i c y o r o t h e r changes a r i s e , ( e g , 
Cmnd.7681, Table 1, r e c o r d s 68 such adjus tments i n 1 9 7 8 / 7 9 ) . The second 
would be f o r the Government to accep t any i n d u s t r i a l o r commerc ia l s t e p s 
suggested by the C o r p o r a t i o n w h i c h would enab le i t to remain w i t h i n i t s 
original e x t e r n a l f i n a n c i n g l i m i t , i n c l u d i n g a d d i t i o n a l p r i c e changes . 
The main d i f f i c u l t y w h i c h c o u l d a r i s e under t h i s p rocedure concerns the 
treatment o f pay i n c r e a s e s ^ ; and h e r e , NICG would welcome an o p p o r t u n i t y 
for d i s c u s s i o n . 

J D S - T A B L E 

The Chairmen's Group a p p r e c i a t e s t h a t the Government ' s t i m e t a b l e f o r 
sett l ing the C o r p o r a t i o n s ' E x t e r n a l F i n a n c i n g L i m i t s i s de te rmined by 
wider c o n s i d e r a t i o n s , and p a r t i c u l a r l y by the t i m i n g o f the Budge t . 
Nevertheless, the C o r p o r a t i o n s are n a t u r a l l y concerned to ensure t ha t the 
External F i n a n c i n g L i m i t s w i t h i n wh ich they w i l  l have to o p e r a t e , and w h i c h 
w i l l a p p r e c i a b l y a f f e c t the conduct o f t h e i r b u s i n e s s e s , shou ld be based on 
information wh ich i s as u p - t o - d a t e and as w e l l - b a s e d as p o s s i b l e . 

r,	
A d i s t i n c t i o n needs to be drawn between the s i t u a t i o n where a C o r p o r a t i o n 
and i t s Unions n e g o t i a t e a wage s e t t l e m e n t i n excess o f the Government ' s 
guidel ine w h i l e t h a t g u i d e l i n e i s s t i l  l c apab le o f e x e r t i n g i n f l u e n c e on 
general l e v e l o f wage s e t t l e m e n t s , and the s i t u a t i o n where a C o r p o r a t i o n 
comes to the p o i n t o f s e t t l e m e n t a f t e r the g e n e r a l cou r se o f wage 
bargaining has c l e a r l y o v e r t u r n e d the Government ' s i n i t i a l pay 
a s p i r a t i o n s , as occu r r ed a f t e r the c o l l a p s e o f the l a s t Government ' s 5% 
Pay norm e a r l y i n 1979. M i n i s t e r i a l comment has so f a r focussed e n t i r e l y 
on 'the former c a s e . However, the l a t t e r case w a r r a n t s c o n s i d e r a t i o n 
a l s o , s i nce most C o r p o r a t i o n s s e t t l e l a t e i n the annua l pay r o u n d . 
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5 The Chairmen's Group does not w i s h to propose any s p e c i f i c a l t e r n a t i v e 
t ime- table , s i n c e t h i s i s a ma t t e r needing d e t a i l e d d i s c u s s i o n i n the l i g h t 
of W h i t e h a l l ' s own requ i remen t s and the many v a r i a t i o n s i n p r a c t i c e between 
the C o r p o r a t i o n s , the most i m p o r t a n t o f wh ich i s the d i f f e r e n c e s i n y e a r ­
end da tes . N e v e r t h e l e s s , the t i m i n g o f the b u s i n e s s p l a n n i n g e x e r c i s e s 
which produce the C o r p o r a t i o n s ' e s t i m a t e s o f t h e i r e x t e r n a l f i n a n c i n g 
requirements must c l e a r l y be a s i g n i f i c a n t f a c t o r . 

7, Like many l a r g e p r i v a t e s e c t o r companies , most C o r p o r a t i o n s b e g i n t h e i r 
business p l a n n i n g by a s s e s s i n g broad economic p r o s p e c t s i n the l a s t S p r i n g 
or ea r ly Summer, f o l l o w i n g the Budget ; and t h e i r p l a n s a r e then b u i l t up 
through the v a r i o u s s tages o f s a l e s f o r e c a s t i n g , p r o d u c t i o n and c a p i t a l 
planning, f i n a n c i a l a s sessment s , and subsequent r e v i s i o n s , u n t i l the 
forecasts f o r the year ahead f i n a l l y emerge a r e a s o n a b l y s h o r t p e r i o d 
before t h e i r new f i n a n c i a l yea r s b e g i n . Thus , the i n f o r m a t i o n wh ich most 
Corporations submit f o r the PESC e x e r c i s e i n the Autumn i s n e c e s s a r i l y 
p r o v i s i o n a l , and cannot be regarded as p r o v i d i n g an adequate b a s i s f o r 
defining l e v e l s o f e x t e r n a l f i n a n c i n g w i t h i n wh ich the C o r p o r a t i o n can be 
expected to commit themselves to opera te t h e i r b u s i n e s s e s . Indeed , f o r 
Corporations w i t h A p r i l - M a r c h f i n a n c i a l y e a r s , o n l y the f i n a l b u s i n e s s 
plans produced i n the e a r l y S p r i n g can be regarded as a u t h o r i t a t i v e f o r 
this purpose. However, i  f Government t i m i n g so d i c t a t e s , the d a t a 
provided to Departments f o r the purposes o f the annua l inves tmen t and 
financing r e v i e w i n Februa ry c o u l d be taken as a t o l e r a b l e b a s i s f o r 
construct ing a new t i m e - t a b l e f o r d e a l i n g w i t h the C o r p o r a t i o n ' s e x t e r n a l 
financing l i m i t s . 

8. The Chairmen's Group has l o n g regarded t h i s t i m i n g i s s u e as a s e r i o u s 
problem, to wh ich the re i s no easy answer , and has l o o k e d forward to 
discussing p o s s i b l e ways o f a m e l i o r a t i n g the d i f f i c u l t i e  s to w h i c h i  t has 
given r i s e . However, the Government ' s d e c i s i o n to e x p e d i t e the PESC 
exercise t h i s y e a r , and to seek to p u b l i s h the C o r p o r a t i o n s ' e x t e r n a l 
financing l i m i t s by November, has made the m a t t e r one o f u r g e n c y . 

15. One sugges t ion wh ich war ran t s c o n s i d e r a t i o n i n t h i s c o n n e c t i o n i s t h a t 
the f i r s t se t o f f i g u r e s p u b l i s h e d by the Government on the n a t i o n a l i s e d 
i ndus t r i e s ' f i n a n c i n g r e q u i r e m e n t s , wh ich a re n o r m a l l y based on the v e r y 
tentative submiss ions wh ich the C o r p o r a t i o n s make i n the Autumn, shou ld be 
shown i n t o t a l o n l y . The f i n a l f i g u r e s f o r i n d i v i d u a l C o r p o r a t i o n s c o u l d 
then be worked ou t nea re r to B u d g e t - t i m e , on the b a s i s o f the C o r p o r a t i o n s ' 
February s u b m i s s i o n s . W h i l e these f i n a l d i s c u s s i o n s would n e c e s s a r i l y 
have to have r ega rd to the o v e r a l l sum i n i t i a l l y p u b l i s h e d , a r ea sonab le 
degree o f f l e x i b i l i t  y would r e m a i n , because o f the c o n s i d e r a b l e a l l o w a n c e 
for " s h o r t f a l l " : e g . , f o r 1979 /80 , t h i s a l l o w a n c e amounts to £500 m i l l i o n , 
as agains t a f i g u r e o f £ 2 , 3 2 8 m i l l i o n f o r the sum o f the i n d i v i d u a l 
Corporat ions ' Cash L i m i t s . 

THE "PRICE BASIS" OF THE FIGURES 

* Hither to, as between the i n i t i a  l appearance o f f i g u r e s f o r the 
Corporat ions ' E x t e r n a l F i n a n c i n g L i m i t s i n the P u b l i c E x p e n d i t u r e White 
Paper and the f i n a l announcement i n the F i n a n c i a l Statement and Budget 
Review, the way i n wh ich the L i m i t s a r e expressed has been changed . The 
former document has shown them i n terms o f " s u r v e y p r i c e s " f o r the 
then-current y e a r , whereas the l a t t e r document has shown them I n terms o f 
estimated o u t - t u r n p r i c e s " f o r the year ahead . I t i s assumed tha t the 

same w i l l a p p l y t h i s y e a r , d e s p i t e o ther changes i n the a r rangements . 
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The Corpora t ions f i n d t h i s change o f horses i n m i d - s t r e a m i r r i t a t i n g and 
confusing. What i s much more i m p o r t a n t , however , i s t ha t the p roces s 
involves i n t r o d u c i n g i n t o the e x e r c i s e a Government a s sumpt ion about the 
l ike ly r a t e o f i n f l a t i o n , the s c a l e o f w h i c h i s not s t a t e d i n the F i n a n c i a l 
Statement and Budget R e p o r t , but wh ich i s v e r y l i k e l y to l i e be low the 
Corporations 1 own p l a n n i n g a s s u m p t i o n s , ( see paras A 1 1 - A 1 4 ) . And i  f t ha t 
Government i n f l a t i o n a l l o w a n c e does indeed prove to have been set too l o w , 
the C o r p o r a t i o n s 1 e x t e r n a l f i n a n c i n g l i m i t s w i l  l s u f f e r a f u r t h e r e lement 
of "hidden e r o s i o n " , on top o f any c u t s wh ich may have been made o p e n l y by 
Ministers when s e t t i n g the l i m i t s i n volume t e rms . T h i s has c e r t a i n l y 
been the case t h i s y e a r ; and though the e x t e n t o f the "h idden e r o s i o n " now 
occurring cannot be q u a n t i f i e d by NICG, i  t i s b e l i e v e d to be v e r y 
considerable i n d e e d . 

, The Code o f P r a c t i c e shou ld p r o v i d e f o r the r e v i e w arrangements r e f e r r e d to 
in paragraph A14 to cover t h i s a s p e c t a l s o . In o t h e r words , i  f even t s 
show that the Government 1 s o r i g i n a l i n f l a t i o n a s sumpt ion has been se t 
appreciably too low i n any y e a r , C o r p o r a t i o n s shou ld be e n t i t l e d to ask 
that t h e i r e x t e r n a l f i n a n c i n g l i m i t s s h o u l d be r e - e x p r e s s e d on amore 
r e a l i s t i c b a s i s i n money te rms , w h i l e n a t u r a l l y r e m a i n i n g unchanged i n 
volume te rms. 

CARRY-OVER 

. The F i n a n c i a l T a r g e t s s e t f o r the C o r p o r a t i o n s c a l  l on them to take a 
medium-term v i e w o f the cou r se o f t h e i r b u s i n e s s , and so env i s age some 
f l e x i b i l i t y as between one year and a n o t h e r . The Cash L i m i t s r eg ime , 
however, based on a s i n g l e - y e a r a p p r o a c h , may c u t a c r o s s t ha t f l e x i b i l i t  y 
in an u n d e s i r a b l e and u n h e l p f u l way. T h i s i s e s p e c i a l l y so i n r e l a t i o n to 
investment s p e n d i n g , where a l  l e x p e r i e n c e shows tha t the s e t t i n g o f " t o p 
l imit" f i g u r e s w i t h no p r o v i s i o n f o r c a r r y - o v e r s c r e a t e s a c l i m a t e o f 
opinion which p o s i t i v e l y encourages s p e n d i n g . The r e v i e w of p r a c t i c e v i s ­
a-vis M i n i s t e r i a l i nves tmen t a u t h o r i s a t i o n s , conducted under T r e a s u r y 
chairmanship i n 1975, e x p r e s s l y r e c o g n i s e d t h i s p o i n t , and the arrangements 
were changed a c c o r d i n g l y to se t such a u t h o r i s a t i o n s on a " m i d - p o i n t " 
basis. 

The Chairmen's Group hopes t h a t c o n s i d e r a t i o n w i l  l be g i v e n to r e g a r d i n g 
the E x t e r n a l F i n a n c i n g L i m i t s se t f o r p u b l i c s e c t o r i n d u s t r i e s as m i d - p o i n t 
figures r a t h e r than maximum f i g u r e s . T h i s may o b v i o u s l y pose t h e o r e t i c a l 
problems i n terms o f the G o v e r n m e n t s annua l f i n a n c i n g a r rangements . In 
practice, however , any ne t o v e r - r u n i s l i k e l y to be s m a l l i n r e l a t i o n to 
the aggregates i n v o l v e d , and w e l l w i t h i n the u n a v o i d a b l e marg ins o f e r r o r ; 
and the o f f s e t t i n g advantages from the i n d u s t r i e s ' v i e w p o i n t c o u l d be 
considerable. 

M O N I T O R I N G 

The e x i s t i n g arrangements f o r the m o n i t o r i n g o f the C o r p o r a t i o n s ' 
a c t i v i t i e s i n r e l a t i o n to t h e i r E x t e r n a l F i n a n c i n g L i m i t s , wh ich i n c l u d e 
Provision f o r e i t h e r month ly o r q u a r t e r l y r e p o r t s and d i s c u s s i o n s , a r e 
Judged s a t i s f a c t o r y . Care must , however , be taken to r e c o g n i s e the 
s Pec ia l s i t u a t i o n s a f f e c t i n g p a r t i c u l a r C o r p o r a t i o n s : e g , the N a t i o n a l Bus 
Company has , as a component pa r t o f i t s E x t e r n a l F i n a n c i n g L i m i t , the new 

u s g rant , f o r wh ich the l e g i s l a t i o n e x p i r e s nex t y e a r . 


