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0) 15 o E(79) 23, which discussed 1980-
2 ’

B and a minute dated 11 July

pays

the P

THE CHANCELLOR OF THE EXCHEQUER
peeting of the Committee (E(79)
prepare a paper showing how the

proad principles of Option A of

‘option a measure of flexibility.

ittee had before them memoranda

by the Chancellor of the Exchequer
81 cash limits and public sector

from the Secretary of State for Industry to

e Minister concerning pay increases and public expenditure

said that following discussion at the previous

4th Meeting, Item 2) he had been asked to

cash limits could be devised according to the

the paper E(79) 15, while adding to that
Flexibility could be introduced by varying
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the way overall pay and price restrictions were applied in individual cases,
by delaying the fixing of cash limits, by amalgamating cash limits into larger
blocks to provide more scope for off-setting action, and by allowing off-setting
action for irresistible changes to fall on other public expenditure savings.
Some flexibility would be essential; a policy of "horses for courses" was

needed in settling cash limits.

In discussion it was agreed that in order to match the Government's general
strategy, and approach as close as practicable to Option A was needed. The
Public sector must not be allowed to increase its overall share of the economy,
::r::eo:xizzs: of the Wea?th producing areas. It was important to think in
GhE Io:al wa%ge‘lull, and not of the pay of individual membef's of the
g e t; cefllng cm.xld be set tc.) the wage bill, then negotiations
i OffSetting - ? distribution of pay within the total, and about t]'Je scope
here, i i thvmgs by l.mmpower reductions. There was however a c.hlema
to the ﬂegotjatore sum avaflable for the total wage bill w?re km.wn in advance
g0tiationg =4 S, the unions would use this as the starting point for ‘

Se8 But if offsetting savings were allowed from items

for example investment, or hardware, this might be disastrous

k more.,
Othep than Wkges
’

fop th
e long. mhe
&-term efficiency of the organisation concerned.

3
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i ri ector cases, bece
There was a difference between public and private 5 ; y be C‘:‘.uSe whi), l
private sector management could keep private its financial calculationg in

pay negotiations public sector cach limits were published and the Lmderlying

assumption about wage and price movements could be readily derived eithe, b

Parliamentary questioning or otherwise. Thus in the public sector pay negoy;
&

tions, the union side would inevitably have more information than in a Privg,
®

sector negotiation. Given this it was desirable that the chosen cash Tt

should be such as to provid

and unions, to permit a reasonable negotiation,

e appropriate signals to both public sector emply,
and should not be so ‘Ul!‘eahi“

as to promote a confrontation. ‘

The paper suggested a novel approach for the setting of RSG cash limits, i,
which the local authority employers would be told that the proportion of
Government support would decline in inverse ratio to the level of pay sett].
ments they agreed, or the level of rate rises levied. This approach was worg
further exploration, but it would be important to ensure that it did not

penalise the careful authorities, relative to the profligate ones.

THE PRIME HINIéTEB, summing up the discussion, said that the Committee were
agreed that in setting cash limits an approach as close as possible to Optiom!
should be adopted, but that a measure of flexibility should be introduced in
setting the cash limits, according to the special circumstances of each block
The aim must be to provide clear guidance for both employers and unions that

the size of public sector expenditure as a whole could not be allowed to

increase to accommodate excessive pay increases and that such pay increases ¥

granted, must result in offsetting savings elsewhere, especially in the mpanni¥
of the industry or service concerned. As far as possible the system of
providing grants to nationalised industries, and other public authorities,
should prevent the diversion of money intended for capital items into pay- :
would be important that once cash limits were set, Ministers should stand b
them, and the unions should be brought to understand that there was no scopt
for an appeal over their employers' heads to Ministers, as had happened " 3

rop?®

past. Given these broad aims, the Committee now needed to see specific?

< 10f

before reaching any conclusions about cash limits for 1980-81. The Chance!

of the Exchequer should therefore provide, for a discussion in Septemb®™
nal

illustrative proposals for cash limits for the Civil Service, the Nati? #

s 2%
Health Service, and the Rate Support Grant Settlement. He should als? re‘(
kep

the extent to which the assumptions underlying the cash limits could o8

2
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te, in spite of conventions governing Parliamentary publication d
jvales 2o 8 . < y an
s ;gmentary Questioning. The Committee had not had time to discust th

rli s Scuss e
/ ts raised 10 ite minute of 11 July by the Secretary of State for Indust

i . us -
poi? with the importance he attached to en E

ever 4
e Roveves gy b 7 suring that all

They ®

0P°“15 va Migteters on ; : I pay cases should contain information t
T - i
Ip;e agreed with the Treasury, on the cash limit implications of the Proposal

sals
4 the scope for offsetting economies, :
an

The Sub-Committee -

Took note, with dppr(.)val, of the summing up of their discussion by th
Prime Minister, and invited the Ministers concerned to be guided cho:d, 1
ingly.
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TENCY IN NATIONALISED INDUSTRIES

2,  PAY, PRICES AND EFFIC
by the Secretary of State

had before them a memorandum

The Committee 4 .
) 16, concerning the objectives which the Government nighs

for Industry E(79
set for the pationalised industries.

THE SECRETARY OF STATE FOR INDUSTRY said that the paper proposed genera)
prices and efficiency in the nationaligseq

principles for dealing with pay,
s set would need to depend on the

industries, although the specific target

circumstances of each individual industry.
monopolies, a cash limit, with a

In general for those

nationalised industries which were not

required rate of return on capital, should provide an adequate discipline,

For those industries which were monopolies, some additional criteria were

needed, to prevent excessive wage increases, Or inefficiencies being passeq

on in higher prices. Some form of price or performance standards might neeg

to be set for these industries; for example the telephone service had

adopted a target of not allowing costs of the service to rise in real terms,

As far as possible the Government should aim to reduce the monopoly power

of the nationalised industries.

In discussion it was noted that cash limits could not be expected to exert
a very tight discipline on nationalised industries, since they were applied fo
the difference between very large gross figures of revenue and outgoings, and
could be greatly affected by external factors. Moreover there could be no
question of bankruptcy in major service industries which were essential to th
life of the community. And many of the unions concerned had considerable

muscle which could not realistically be ignored.

In discussion it was suggested that one problem in controlling nationalised

industries arose because Governments were often not aware early enough that

things were going wrong. A possible way of improving this would be to ponit!
the cash flow of the industries on a monthly basis against forecasts as was

done in most major private enterprises. This would give early notice of anf
departure from normal, Requests for information of this kind need not 8P
a reduction in the "arm's length relationship", which the Government

considered desirable with nationalised industry management.

| CONFIDENTIAL |

pRIME e enre P the discussion, saiq that the Committ
ee

ced that the proposals in the paper shoulg be pursued, ang
2 specific

Jere 887 : :
gals were now needed to allow a discu
Ptopo 5
cash limits

discussion in September
for 4

ssion in paralle] wi
¥ th th,
The Chancellor of the Exchequer should theref b oy
3 ore bring
specific proposals as to how the
rinciples set out in the paper might be applied in th
e
e main nationalised industries, b

{or\“rd’
general P
sach of th He should also examine e

jesirability of obtaining improved information on the cash flow in th
n these

i,,dnstries .

The Committee —

Took note, with approval, of the summ
by the Prime Minister and invited the
to be guided accordingly.

ing up of their discussion
Chancellor of the Exchequer
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3. NATIONAL FORUM
ad before them a memorandum from the Chancellor of the

it hi
The Committee jes for a "forum" in vhich

Exchequer E(79) 18 discussing the possibilit : Ty ‘
the Government could join with other interested parties, 1in discussing
matters of general economic interest.

THE CHANCELLOR OF THE EXCHEQUER said that the proposal had been foreshagoye

in the Manifesto. In his view such a body should be primarily educationa]

in purpose. The paper discussed possible ways of setting up such a bogy,
for example by broadening the basis of the National Economic Development

Council (NEDC).

In discussion it was argued that the time might not be ripe for setting w a
new body, which would inevitably be taken by the Press as a step towards a
pay policy. Although there was undoubtedly an important educational job to
be done, this might better be achieved by Ministerial speeches, rather than by
a mechanism in which strongly conflicting views would inevitably be present
and publicised. As to the NEDC while, as at present organised, it was nota
particularly newsworthy organisation, and sometimes propagated arguments
which were in conflict with Government's general strategy, it nevertheless
provided a useful opportunity for Government to meet the TUC and CBI ina
formal relationship. It would be a pity to destroy that relationship, in

attempting to create a new body of unproven worth.

In further discussion it was argued that all the proposals canvassed in the
paper underplayed the possible contribution to the educational process from
Parliamentary involvement. The former Expenditure Committee had done a grest
deal to change the climate of opinion in recent years and although the nev

Select Committees were untried, and might indeed prove obstructive rather %
educative, the possibility of enlisting them in the educational process shol

be examined,

THE PRIME MINISTER, summing up a brief discussion, said that the Committee
were agreed that the proposal for a separate National Forum should not b
pursued at present, A possible alternative should be examined, of & speci?

meeti NEDC + g8’
et e » enlarged for the occasion and held in public, 0 dise

6
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pects of the country. The Chancellor of the Exchequ
er

sconomi¢ PX0°
he ngs of the CBI, and TUC

4 take soundi » at Director-General ang
level respectivel o
1.gecretary ¢ < Yo a8 to whether a proposal on these

GeneT® ; !
rth pursuing as an experiment,

ww!'“"o Eelect Commiti
: elec ommittee on th "

e P"h.menta!'}’ W e Treasury might be associated

¢ such an initiative if it were adopted,

vl

He should also consider hoyw

The Committee =

Took note, wit}:l x-.xpproval, of the summing up of their dj "
by the Prime Minister, and invited the Chancellor o; 2;:0\;;3;0:1
to be guided accordingly. chequer
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4. FUTURE OF PAY RESEARCH

efore them & memorandum by the Lord President of the

The Committee had b o . d
Council E(79) 14 discussing the future of the Givil Service non-industriy)

h system in the light of the Government's wider economic

pay researc
objectives.
THE LORD PRESIDENT OF THE COUNCIL said that as a result of the reviews pg,

in progress the Government aimed to have a
It would be import
y which their pay was determineq =

slimmer, more efficient Civi)

Service in the future. ant, in order to maintain morale,
that staff should feel that the system b
esearch was essential for this

fair, and, in his view, some form of pay r

purpose.
adopted regularly
occurred from time to time in the past,

He therefore proposed that pay research should be retained ang

, so as to avoid the large "catching up" increases which by
but that a number of improvements

should be made to the Pay Research Unit Board. This might be strengthened,
for example, by the addition of a member with actuarial experience, and

steps should be taken to make the Pay research process more visibly

independent of the Civil Service.

In discussion, it was suggested that the National Association of Pension
Funds might be able to suggest a suitable source of advice on pension aspects
of Civil Service pay. However, the conclusion reached on the value of the
index-linking provision for pensions depended more on the assumptions that
were used, rather than the actuarial basis of the calculations. The
reasonableness of the assumptions should be further examined in any future

study.

THE PRIME MINISTER, summing up a brief discussion, said that the Committee
were agreed that pay research should be retained, and that the visible

independence of the Pay Research Unit Board should be improved in the manse’
proposed. On the question of pensions, the assumptions to be emp1°Yed 1
adequ‘k

future pay negotiations should be re-examined, and the availability of
actuarial advice to the PRU Board should be reconsidered, if necessary L/

the addition of a suitable additional member to the Board. The Committet
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- By -

1d defer considerl:-ng the question of no-strike agreements until a

b ‘“ilable from Ministers on this general question, as requested & eport
ng of the Committee on 19 June (B(79) 3rq Meeting, Item 1) i
o Civil Service would need to be settled in the light of.th

ed earlier in the meeting.

peet? Bt it s
for tB

digcuss

€ Pl‘inc ipleg

The Committee =

Took note, with approval, of the suming up
the Prime Minister, and invited the Lord Pre
to be guided accordingly.

of‘its discussion by
$1 nt of the Council
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5. STRATEGY FOR THE COAL INDUSTRY

f State f
The Committee considered a memorandum by the Secretary O or

industry.
e aiam): a5} han ani eyt tor 108 O LT T B(Ea)
state for Energy, E(E
before them a memorandum by the Secretary of ’ (79) 22‘

ed by the Sub-Committee on Economic Affairs

(E(EA)(79) 7th Meeting, Item 2) to which wa

They also hag

previously consider
s attached a note by officialg

THE SECRETARY OF STATE FOR ENERGY said that he was seeking the COMittee's

confirmation of the endorsement which the

(E(FA)) hadalready given to his general approach to
He recognised that there was a number of financial matters

e would need to resolve with the Chief Secretary,

Sub-Comnmittee on Economic Affaiy

the coal industry ang

its problems.

still outstanding which h
The coal industry was essential to the nation but currently

Treasury.
The main thrust of his proposals was to accelerate the

made heavy losses.
closure of uneconomic pits while maintaining investment in new capacity with
a potential for high productivity.

account but it was unrealistic to believe that accelerated cl

Such investment was justified on its owm
osures could be

achieved without it or without a generous approach to redundancy payments au

Even though there were risks in the strategy he was
e between what was

transfer allowances.
proposing, he believed that it struck a realistic balanc

desirable and what stood a reasonable chance of being attained.

THE CHIEF SECRETARY, TREASURY, said that whilst he did not dissent from the

broad strategy which the Secretary of State for Energy had advocated, he ¥&

d that so much publ
In his
Secretd!

concerned at the very poor state of the NCB's finances an
money was locked up in high cost pits for which there was no future.
view the aim should be to close uneconomic pits more rapidly than the
of State for Energy had proposed and to reduce the prospective heavy drain
the public purse which the NCB's forecast implied. A start must be made ¥
this end in1980-81 with progressive improvement thereafter.

THE SECRETARY OF STATE FOR WALES, said that there was a risk that betwee’
8,000 and 12,000 jobs would be lost from pit closures in South wales over !
next three years. A clear statement that the Government intended to i
in the development of mines which had the prospect of being viable was eve?
more important than generous redundancy payments. The tripartite gro%?

pvest

10
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) -

amined the prospects of the South Wales coalfield earli
er

ynich i mmended an i

e yeaT had reco ' annual investment of £25 to £30 million:
in dditiw to the sums required to develop the Margam mine. If an )
.nv:stnent programme on broadly that scale were accepted there was a
1”0‘1‘1,1e hope that the miners might co-operate on the closure of
unecom’"ic pitse. Without such an investment programme the chance of
co,ope“ti” was remote.

s discussion, it vas argued that the strategies that had been adopted

for the coal industry over the last 30 years had all failed Res
. ources

provided for investment had been absorbed in wage increases for

The latest productivity deal had not produced the additional
Any new

Local investment

pineworkers.
output that had been expected and the cost had been high,
strategy would have to avoid repeating these mistakes.
jecisions were important as well as the total national sum involved,

Great responsibilities rested on the NCB, but the Board's management did

n?t inspire confidence, as mebz( the way they had recently
mishandled the proposed closure of the Deep Duffryn Pit. Moreover, it
vas difficult to 'reconcile the forecast of substantial redundancies in
South Wales with the expectation that in most of the pits proposed for
closure alternative jobs in nearby pits would be available for the miners

displaced,

:f“:;}?giﬁsf?;hsumn?g “1.7 1.3118 discussion, said that the Committee were
bits and accepteq the desirability of accelerating the closure of uneconomic
bad the Prospect of y “ef.%d f?ricontinuing investment in those pits which
¥as essentia] tha: irontahlhty and high productivity. At the same time it
In Mrtioular 14 o the Government should avoid repeating past mistakes.

ould be necessary to avoid a situation in which money

Provideq fop s
or inm
i The

' estment was diverted to meet current pay demands.
A decision

lnanciq)

T

the Nnozn:spe(:ts of the NCB were at the heart of the problem.
Wgent] of finance to be made available to the NCB in 1980-81 was
; ¥ Tequireq

0 that Year as part of the Government's review of public expenditure

The Secretary of State for Energy and the Chief Secretary,

eaﬂry shoylq
Otherwise the matter

W
eould fall to be
xpEndit\xre

seek to reach quick agreement on this.
" settled by the Cabinet at its imminent meetings on public
imilarly the two Ministers should seek to reach agreement on

11
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public expenditure

the
the finance required for the later years of -
d be considering in the autumn. £ they

i i woul
programme which Cabinet ok to the Committee

ba
failed to agree the issues should be brought
ed its expenditure P
ntral to the NCB's fi“aﬂcia]_

rogrammes to 1983-84,

before the Cabinet consider

The question of pit closures vas obviously ce
its at ris

prospects. Given that many of the p1
the Chief Secretary, Treasury

Wales the Secretary of State for Energy,
£ State for Scotland and Wales should consider

phasing out of uneconomi

k were in Scotland and

and the Secretaries o ) )
further what rates of ¢ capacity might be
what investment would be required to develop high

realistically obtained;
and what level of redundancy and

productivity pits in these areasj
s were likely to be needed.

e associated with consideration

redundancy payment The Secretary of State for

Employment should b
the Ministers concerned were unable to reach a commo
jons to be taken in a suitable forum,

of the latter issue, [y
n view she would

arrange for decis Similarly the

Secretary of State for Fnergy's proposals for the capital restructuring
of the NCB should be considered in the first instance between himself and

the Chancellor of the Exchequer.
they reached so that she could decide whether any further

They should then report to her on the

conclusions
collective discussion was necessary. Meanwhile the Secretary of State for
Energy should examine and report to her, on the measures which might be

necessary to improve the management of the coal industry. Questions of the

structure of the NCB were not excluded from this examination.
The Committee =

’I‘oo)f not',e, wi?h approval, of the Prime Minister's summing up of
their discussion and invited the Ministers concerned to be guided
accordingly.

12
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BRITISH NATIONAL OIL CORPORATION

Fm'UREOF THE

b

r comittee considered papers by the Secretary of State —_ 2
e . ergy

g(7m) 20 21 and 22, and E(DL)(79) 6. Their discussion and conclusi'
ched BTe recorded separately. ons

red!

Cabinet Office
18 July 1979
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PUBLIC EXPENDIT

.1 enormously to the projected total
isclopment leads me to think that we
¢ the decisions we have talken in our
imict of pay increases on our public

o have taken a serics of decisions wh

Perent the full cost of pay scttlements

S¢ttlements that might be res

Dw\o D.

483% higher than in 1979/80 - larg

.‘»g'rability awards - and that increases
e

need

20

hed.

ok
g\:))f)g i)

e

We decided to reduce manpower expend

~—

TOTAL COPIES svimeosistvesas

|2

rd :
COPY NG, e b siicraameemiiios

b,concerned about soaring public expenditure on
chequer's paper oa "Public

- o » T ol ( D) %
the Economic Background" (C(79)27) has shown that

‘in‘S in the public sector in 1980/81 are likely to be as
10g

ly as a result of _

n pay are likely to

of public expenditure.

to recousider some

attempts tio restrain the

expenditure plans.

© discipline on pay negotiations in the public sector and

feeding through into

b . Y o : S anin
1¢ expenditure. These decisions have been largely ineffectua

a)

¢ in the civil

R bRl
A Tur

i a \ ; - >
Service by 7% in the current year but to allow cash

limits 4o be increascd by the full amount of &ny Fay

The pay of nen-

This

ich we intended would impose

q s
)

i ot & =L
Mustrial civil zervants has increased by 25%, the pay

of industriail.
aboyt the same D
ang London

bul? cO]ﬂpO]ls

eighting may

civil servants scen

sreentage (not all in this financial year)

ating econciies are

()

8o up

41T

L3

to the expendibure

set to increase by

At
by bebween 6% and 487,

\ited to the 3% figurs.



SECRETD

we have reduced our expenditure on the Rate Support |
grant by £300 million in Ingland and Vales and by

£35 million in Scotland but, although we have said the
sige of the cuts will be reviewed in the light of pay
settlements, we are apparently committed to meeting a

large percentage ‘of' the cost of any award which the

Clegs Commission may give to the local authority manuals

and the local authorities themsclves are wmaking a string
of expensive settlements for which we are committed to

pay the lion's share;

we have (quite rightly in my view) increased cash limits
to meet the cost of the pay settlements for the armed
forces and the police but we have not considerel whether
manpower is deployed to best effect in either area and
our decisions are being prayed in aid as a justification
for other groups loosely connected with laq'and order

-

%o receive increases unmatched by offselting econoulies;

ve decided to reduce Health Service cash limits by £k

million but, although we have sai@ this figure will

be reviewed in the light of pay settlements, our action’
8Ceus to have done nothing to stop proposals for pay

Ulcreases being put forward without consideration being

Biven o offsetting cconomies; and

¥e have not considercd the expenditure implications of
bay | y <mnh
W Gettleuents 1a those few aress which dre not cash

B

|
|
|
|
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1imited and the idea scems

to be abroag that, if an

1 18 T subiect +a - - s .
stem of expenditure is not Subject to a cash limit,
ghere is no objection to it being increased to

- accommodate pay increases.

£ the problem may have arisen because, of necessity, we

urt ©
¢ decisions in haste before the budget.
00

Another part of the'

joblem may stem from a belief that we are in a transitional-
jriod between the old and the new ways and that all will be :
!

w1l when we introduce our new disciplines in the next financial

per. The fact of the matter is that public expenditure on pay

is soaring without real restraint, while the decisions on phased

¥y increases which have been taken, and which we are shortly
iout to take, have expenditure implications for the 1980/81

nancial year ang beyond. Although few major settlements are

fie before the end of the calendanr year, the new pay round starts
T hugust ang will affect public expenditure in 1980/81. In my

ey it 4 ) o : o
1 is crltlcally important to ensure that from this moment on,

1] g 4
toncerneq With public sector pay negotiations understand that:
& : . . : .
/ P& increases involve increases in public expenditurc;
b : .
*ereases in pubilic expenditure limit our scope fox

Teducing the PSBR ang taxation;  and

s < P :
Public €Xpenditure should not; increased while there is
I‘ealistic Scope for oi‘fset(jing the cost of pay settlements
th . e
“OU8h wanpower reductions or incrcased productivity.

i
[ gy . 2

5 atl‘:e’ﬂpted ‘ ' " the problem i
M‘ to deal with some of the symptoms of the pr J

a

~I'uct. p
-8 1 Soorotarses to D(RA) that they should not
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m

188 papers which do not identify the cost of proposed pay
o8 .

(5% o y 4.3
clements’ the effect on cash limits (if any), the scope for
seb

+ting action to keep expenditure within cash hmlts
fse

of:
. i increases and reductions in manpower 3
(3010008 price cnpower), and,

e economies are not practicable, the cost of proposed pay
whe:

oreases in terms of tax or rate increases. The responscs of
1 )

Jcolleas'uevs have varied but that is a matter I can pursue in
H(ER) gommittee. There are it seems more serious underlying

zoblems which need discussion either in E Committee or Cabinet.

I suggest that we should consider the following points:

a the desirability of recopéning Cabinet's decision that
this year's cash limits on Civil Service pay-related
items should be reduced by only 3% before being increased
to take account of pay increases to establish whether
we can substitute a significantly larger percentage
reduction in particular arecas to offset the costs of
Particular settlements, for exawple the industrial
¢ivil service;

Y ine need to ublic expenditure

review those few arfzas. of p
vhich involve pay costs but which are not cash limited
to establish the scope for manpower economies to ofiset
the cost of pay increases and to identify any changes
Yhich way pe required in practices and procedures (or

i
= ]eGlslatlon) to make it possible to achieve such

Cononye 83
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; P o to review the decisions that the health
guthorities and the universities should bear

only the first &24 million and 2% respectively of

tne cost of pay settlements over the provision in their
respective cash limits to ascertain whether there is
scope for further gconomies to offset the cost of pay
settlements in the current financial year;

the need to bring home to the local authorities' that
any excessive settlements for their APTC grades and for
other groups will be mct by a further reduction in the
Rate Support Grant over and above the £33%5 million we

have cut so far;

the need to identify the extent to which decisions we
have taken on Clegg awards ete. (and the decisions we
are about to take on the industrial Civil Se-rvice)
have committed us to)extra expenditure next year and
the nature of the economies nceded next year to offset

these costs :

the desirability of amending the Rate Support Grant

SrTangements for the next finmancial year so as to ensure
Shat oy contribution to local authority pay settlements
L Mo_ilcmgl rather than a percentage of

¥ s '
hatever extra expenditure the local authorities choose

0 "
SOMILL themselves to;

Hha ﬂ:ﬁw ‘LJ‘“& m"m‘% ol 1n{‘n:[u};vlﬁ«nﬁ “r
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and for fixing separate limits on our
to each so as to force local authorit:

offsetting pay increases by cuts in'manpower rather

than in services; and

i the desirability of some reform in the Whitehall
Committee machinery to ensure that those conderned with i
the administration of cash limits comment directl& on

proposals for pay increases and the scope for offsetting

RSG contributions

1es to consider

economies before papers are submitted to Departmental ﬂ

Ministers or to E(EA) Committee.

Irealise that these proposals will not be popular with all cur

colleagues but something needs to be done if we are to achieve

or overall objectives. Apart from point (h) which is a matter ]

‘or you alone, I suggest that we need a discus aon in E Comnittee

"hich could recommend that Cabinet should reopen its decision

M Points (a) to (d) and that papers should be puopared on 4

Pmnts(e) to (g) for discussion in E(EA) Committee.

T ag
€opying thig winute to members of E
uohn Hunt

. /)qhd ﬂent

0'_10u°f Industry
. Cw o de

\

Committee and to Sir
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CABINET

MINISTERTAL COMMITTEE ON ECONOMIC STRATEGY

LIMITED CIRCULATION ANNEX
E(79) 5TH MEETING, MINUTE 6,
TUESDAY 17 JULY 1979 at 10.00 am

SECRET
¢, FUTURE OF THE BRITISH NATIONAL OIL CORPORATION

The Committee had before them three memoranda by the Secretary of State for
Energy, E(79) 20, 21 and 22, together with an earlier paper E(DL)(79) 6, all
dealing with the future of the British National 0il Corporation and with

various ways of disposing of some or all of its assets.

THE PRIME MINISTER said that the Chancellor of the Exchequer, in his Budget,
had taken credit for the sale of part of the Government's holding of shares
in British Petroleum (BP) during the financial year 1979-80, as part of his
Programme of disposals. Since the Budget, a number of Ministers had
reconsidered the advisability of a sale of BP shares this year, given the
Frospect that they might appreciate considerably in future, and that they gave
* additional measure of control over oil meamwhile. It had therefore been
Slggested that, instead of selling BP shares, the Government should arrange
for the sale of some or all of the up-stream assets of the British National
?il forporation (BNOC) to BP, which would be financed by a loan and rights
:::ewzlm)' EMG would have to relinquish its share of any'rights issue. mt'
legislatid leave BNOC assets under BP control. The.method.lnvolved woulti require
0 existion. The sale price would have to be negotiated w:f.th BP. The nf:ts
¥as not clllg Partners in the fields would have to be ta.akex.n into account.
ﬁm‘“cial €ar that the operation would be completed within the present.

year. Byt j¢ this proved possible, this would be an attractive

altema .
t
Ve to the original proposal of selling the BP shares.
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HE SECRETARY OF STATE FOR ENERGY <aid that BNOC had at present three maj,

'up-stream' assets,
ng oil fields;
+ had access under its participation

which involved an equity

functions: to develop its
a major role as an oil

stake in a large number of existi
using oil to which i

trading company,
role of adviser to the Government on oil Policy

and a statutory
which had been considered by the
t an earlier meeting, (E(DL)(79) 2nd meeting) he hag

activities should now be dis-

agreements;
In his paper E(DL) 6,
disposals of assets a
suggested that the Corporation's various

It should be deprived of its forma
of fields in which it had no

Sub-Committee on

entangled. 1 advisory role, and removeg
from membership of the operating committees
It should retain its 0il trading role, at least in presep

equity interest.
because of the important control which this gave over the

conditions,
ets should be placed in a subsidiary

its up-stream ass

destination of o0ilj
n be offered for public sale so as to secup

shares of which could the

company,
£ ownership in a way which would be politically

the widest possible dispersal o

irreversable. The last proposal could be varied, for example by selling the

whole of BNOC's up-stream assets to BP.
complicated problems, stemming, in part,
He also proposed that BNOC should shed its current license

Though this raised a number of other

from the rights of BNOC's existing

partners.
obligations, especially those which it would obtain under the sixth round of
licensing, on which an announcement was due shortly. In the immediate future,

he was prepared to ensure that BNOC would dispose of assets worth around
£050 million, by selling their interest in Viking and Statfjord fields, and
possibly those in the Dunlin, Murchison and part of the Ninian fields. The

risk of carrying disposals to the point of including the whole of the Nimial

field was that BNOC would be thereby deprived of its major source of current

reverue and forced to rely on additional public finance. Moreover, in order

to ensure continued British control of the oil in these fields the sales voul
have to be made to BP and this could lead to difficulty with BNOC's existi¥
partners who enjoyed various pre-emptive rights in the event of 2 sale of
BNOC's share of the fields concerned. He had also considered the sale of
the British Gas Corporation's on-shore oil field at Wytch Farm to BP, but

it was now clear that BP did not wish to purchase this.

|

. .ousSioP? it was first argued that the Government was committed t

1 rilsc15 f,otallin‘g £1,000 million in 1979-80.  £180 million had alr Odmake

y,greed' from the Nat1om411 Enterprise Board and other S e:’hy been
of another £70 million from disposals of assets of t;)(; N eTre was

Sales of two or three oil field interests % 2 o New T?wns

sted, might yield up to a further £250 million, » on the lines

Th
It might be e Government would

d &
- sugg possible to find more, either through
’ S

a0y
31:1 be £500 million short.
5‘;tionﬂ1 disposals, or through bringing
o

paking S For example, s o
by s+ some of the investment of

. o1ised industries might be deferred to th :
e nationd e following year. H .
- However it

unlikely that measures of this kind would be enou
gh to bridge the
gap. I

forward dis
Posals planned
avings in on-going programmes. for 1980-81

seemd
s therefore necessary to keep open the option of disposing of at least
ast some of

t

e BP shares later in the year.

3 i t was argued that it would -3 istake t
lgamst this, 1 gu d be a mistake o dispose 0
f the BP shares

ight apprec]ate substantially in price in the next few years hey afforded

1 degree of contro? over the destination of British oil. It would be politically
iifficult to explain why the Government was intent on disposing of th luab :
. ese valuabl
sssets to meet short term requirements. Although 51 per cent of the ;h:; i the
' . . re in the
wmpany were held in the public sector, 20 per cent, now owned by the Bank of
land p i i ;
::n y a.\nd previously belonging to Burmah 0il Company, were still the subject of
B t:ctlou and might have to be returned to their original owners. There wi
nsk therefore that a sal i . "
P < ale of approximately 15 per cent, as envisaged at the time
’ red
— uce the Government's stake to about 16 per cent which
iclent to ensure that control would in i iti ' -
! A R o remain in British hands. It was important
! an j i i i
o | e : y major national asset of this kind. On the other
i Jection to a small reduction in the Government's holding

%ugh failure
to take up th .
tag h“PPened Tl P e Government's share in a future rights issue. This

1 fypyy
to €T discuss
sale of

the Bp
ere
. ¥erg, however
Wire the Consen
Hs, 4 .
& “Pending

to n the o
%Qmey e terms of the original consortium arrangements. The
r

ion, i '
ha’ it was suggested that the most straightforward alternative
s

Tes was, the transfer of all BNOC's up-stream assets to BP.
v Serious difficulties in this course.

t of
the other partners in each individual field on a case-by-case

It would in particular

S advice
on each case would be essential. In many cases, the

Nerg
0 fansy. Would hga
ility ve to be prepared to relinquish their pre-emption rights,

te the
sa =5
le to BP. Unless and until such agreement was secured, the

3



Government could not announce that it was disposing of the assets to Bp,
Clearly the complex negotiations involved would take some time to complet,

it might be that the proceeds of the sale could not be received in the P"eagnt
when they were required. There was, moreover, a Complication

financial year e
arising from BP's tax position which might reduce the net benefit to the
sales of BNOC assets to that

was the best potential

company .
purchaser in sight, and had tp,

On the other han
Exchequer of d Be, ag
a British company,

technical expertise to develop the BNOC a Whereas BNOC!¢

ssets speedily.

own technical capacity was in doubt.

In yet further discussion attention focussed on a mixed solution with early
s upstream assets in the present year with

disposal of only some part of BNOC'
The balance of the

following later.

further sales, or privatisation,
e up from a more limited sale of

Chancellor's requirement could then be mad

The possibilities for early sale,
Statfjord, Dunlin, Murchison, and possibly par

BP stock in order of preference, were

the BNOC interests in Viking,
or all of Ninian. These sales would still leave BNOC with substantial
upstream interests whose future could be decided later.
make it easier to attract private capital into BNOC in a way which would not

To finance the purchase

Such assets would

be possible if it were confined to a trading role.
of this size, and still more of the complete assets, BP would need to raise
fresh capital, and in order to preserve its debt/equity ratio, it would be
necessary to find part of this by means of a rights issue. The Government
would presumably not wish to take up its share of these rights, and its pr
But this might be preferable to the veT

eselt

holding would therefore be diluted.

mch larger direct sale of BP stock originally proposed.

It was also argued that it was now important to proceed with the issuing of
licences awarded in the Sixth Round. The terms on which applications had ¥

sought included an automatic right for BNOC to participate in every Licencé:

< : : t
Given that it was not now the intention for BNOC to be granted such righté
alternatives were to allocate the licences on the present basis, but thet wtv

ces ¥

extricate BNOC from its involvement; or to delay the issue of new liced

o
fresh offers were sought without BNOC's participation. The latter courst "

set back exploration programmes under these licences and delay the e obe
k a cf.ﬂl-"idera

Seventh and subsequent rounds of licences, It would thus ris

loss of momentum in the development of North Sea assets.

TER, summing up t i .
DME MINISTER, g up the discussion, said that the Commitr
ittee had

isi ither about the f
4 no decision el e future of BNQC
reache » Or about the dis
posal

N ts
of it8 agse ares,
the Exchequer glipuld arxange for the Sub-Commi ttee on Disp
o

(B(DL))

1y
on 19 Ju Yy of a sale of s

am ts to BP B ome or all of
aN0C's upstream assets to » the legislation which would be p

or of the Government holding of Bp g -
e Chancellor of

sal of Assets

’ together with the Attorney General to i
’ consider at itg next meeting

the legal difficulties in the wa:

equired and the

ng and scale of receipts under the various options, ge g
* 7€ should report the

timl 1 ime S
1 conclusions in time for the Comm]ttee to re ume its d]scuss]on

o its meeting the following week, The Option of selling som
e or all of the

gP shares should be kept open for the time bein,
g. No announcement
should be

pade about the sixth round of licencing or of th
e future of the BNO
C pending

that discussion.

The Committee -

Took note, with approval, of th i i

% ki “PPpT y e Prime Mini ' 5

discussion and invited the Chancellor Ofli;ZrE:czl;;n:z?g :}_I: ot Saeir
y the

Attorney General and the S
ey ecretary of State for Energy to proceed

labinet 0ffjce

17 July 1979
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