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INDUSTRIAL SUPPORT MEASURES

Memorandum by the Chancellor of the Exchequer

At its meeting on 10 July Cabinet invited me to consider options
for additional measures of industrial support. Cabinet also
endorsed the Cmnd 7841 aggregate expenditure totals, so that

any additional spending in favour of industry would call for a
re-ordering of expenditure priorities. However, the public
penditure prospect looks more difficult than was foreseen in
Yy, and it may not be feasible to accommodate even a modest
Package of Measures. This paper considers the basis for

$electing such a package on the assumption that in the event it

Wil ; .
ttlpr‘ove Possible to find room for them within the agreed
Otals,
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hare ¢olleagues' concern about the worsening position
Mufactyp
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of ma, .
1ng and some other industries, as reflected in loss

1 capacity, dwindling investment programmes and o
on liQUidity and But I am mindful too
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profit margins. B
Culties are part of the painful process Ol

mecompa . Ramppe competitive and inflation-free economy.
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S ange bO recognise the implications of our policies ang
i1
fa mination to see them through. There can be no Question

er . :
e 87 especially at this critical moment for the

2 selaxation nows
¢ pay round. Moreover, the best way to help industry is to

. ions which would help to bring interest rates

saplish condi® . :
o our policies on public expenditure and the PSBR ape aimed
down+

to make this possible.

; I recognise, however, that colleagues would welcome the
oI.)pOI‘tunity to discuss the economic prospects and the outlook
for the company sector and I will be circulating material on
the macro-economic background, based on the latest Treasury
forecast, as part of the general review of public expenditure
schedules for the end of the month.

Liquidity measures
}, Many of the measures suggested to me by colleagues would

be intended to ease the liquidity pressures falling on companies.

But apart from the conflict with the general thrust of our

policies, such measures would be costly in terms of public

spending or loss of tax revenue. As regards taxation it would

be premature to consider such specific tax changes at this

stage - they are a matter for next year's Budget. I will, of

counsesbe prepared to discuss with colleagues their tax

Proposals at the appropriate time.

5'_ In the Mmeantime, there is one public expenditure measure

:}l];;: :rije c‘?llef.igues have said would improve the liquiditz :}fe

M montzStlng in assisted areas. This would be to remov
deferment on payment of regional development grants.

I ha : .

thatw'E fonsidered this very carefully but I am not convinced

The cln S circumstances it would give good value for money.
ost -

around £140 million - would be difficult to absorb

an .
; . e benefits

Woulq . °ertainly rule out any other measures. Th oL
s i 3 decisive
help to “dely difuseq offering marginal, but hardly s

th .
ek, I do see a case, however,
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dire,q S concerned.
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deferment' 1f there are dnefficiencicati the payments
go th€ . should consider how these might be eliminated tq
W ot
2 ising the recipilents.

corn"_measures
ngeed _ secretary of State for Industry has stessed the case
. ::tecting nseed corn" expenditure which firms, despite

for Peea to strengthen their future competitive position, may
thelzct or cut back in the next year or two as cash flow

:;issures force a reappraisal of spending priorities. I can

e that there may be a case for injecting Government funds
(henalandh assistance would increase the competitiveness

it or British firms. Selective help in the area of

research and development with the emphasis on development, should
pe the key note of any such measures.

7. The central aim, therefore, would be to help our more
competitive firms to develop their product range. Amongst these
firms a number are operating in the high technology area. If
they can be encouraged to continue their investment and development
programmes it would help to improve our prospects for winning
Procurement contracts at home and for increasing exports. A
further Possibility in this "seed corn" area would be some
inprovement in oyur export arrangements, e.g. in the Market Entry
Guarantee Scheme to encourage firms to break into export markets.
2e::m::z of measures relating to energy.c?n?ervatior.l havz.at:il.:o
b conc:g:t to my F:tttention. One poss:.bllltx.( falllng.mfu;ding
A Ei I have in mind would be a r.nodest %ncrea;? ;nis
lesigneg tzrgy Conservation Demonstratlc.m Project Wdlcted
technology dfupport projects incorporating new or adap
1rected towards energy saving.

e Secret - riority is
to increase t: e fu"St y on research
d<3velopm ; Cl.lrrent Provis et expenclllt“red applying new
technology "°Nt with the emphasis on.developing and aPP- o
Why = SO privaTeisie . There are a number of ins

ch Might industry. o liigte

€ used for this purpose; a scheme to e
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deveIOPment is operated by the Department of Indus
duc'Ch science and Technology Act 1965, fop example.
the
7 2 towards development contracts for new Products or

.stan .
Asslesses 4hich could help the firm concerned to secure public
ProchaSing contrac

ity to gain overseas contracts, might also qualify

ts in the future, or which might strengthen

urc

: girn's capac

é . may be scope too for more use of selective assistance under i

T

Thetions 7 & 8 of the 1972 Industry Act to encourage viable .y

sec " . . / —y
jects which might otherwise fall viecti |

il : jnvestment g 0° et 2

] recesslon U -

l , g, If room could be found for limited support for these kind 1
of activities I envisage the cost should fal within £60 million -

- in any year over the next 3 years. At the same time, the - “41{
[ possibility cannot be dismissed that it may not be possible to
4 go as far as this. Indeed, even the additional bid for support
o for research and development which is the Secretary of State for
Industry's first priority may not be possible to accommodate.

Wie cannot reach a view on this until the Chief Secretary reports
to Cabinet at the end of October on the outcome of his bilateral

discussions with spending Ministers.

Other measures
10. The Secretary of State for the Environment has put forward
ideas directeq at environmental improvement, pollution control
and ré-cycling of waste. But given our current stringencies I
::s:::izon‘/inc?d that these proposals can be regarded as :

€ special priority. If they are to be pursued I think

the ; . Qs L
by 1:'9 will need to be some re-ordering of prioritles within ! ’20,
Vlronmental Programmes . ,’*
Re&ional : ngeed corn" use . 12
o Seapgy interests would be helped by the Usee . , .
Bsisteq T assistance. Private sector firms' investmen an - 122
Invegy reas can also benefit by borrowing from the Europe‘ ; o
the exc}n]lent Bank and the European Coal and Steel Community WI'?h I
dye "8 risk covereq by a Guarantee Scheme. The Borene 1i ; -
La erms . . : ut its -
, ] Hnete in December 1981 and this uncertainty abo 4

—
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ausing difficulties for some firms.

P We coulg end
ertainty by an early declsion on whether to'continue
un¢

peyond 1981.

e ma be C

¢nis
gne sCheme

S attach an Annex, prepared by officials, on the relevant
12
jnstruments:

o sum ups I invite colleagues ‘to agree:
13

(i) There is no room for expenditure measures
designed to relieve corporate liquidity.

(ii) Any options for industrial support should be
confined to the "seed corn" items described in
paragraphs 6 to 9. Essentially the emphasis would
be on development and investment where because of
current pressures on companies, these activities
might fall victim to retrenchment and financital
economies.

(iii) Additional spending even on a modest scale for

these items would need to fall within the Cmnd 7841
totals.

W, 1p this is agreed, I recommend that the Chief Secretary

should be invited to consider the prospects for adjusting public

::i:::iture Priorities in favour of these items in his report to
at the end of October.

.M . Tl‘easury

(G.H.)
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5 FOR TINDUSTRIAL SUPPORT

ox summarises the instruments for industrial suppops in Great
1'Tnis A particular relevance for the optiong considered in the
TPhere are equivalent arrangements ip Northern Irelang

., common feature of these instruments that assistance ig only
1528

rovide
themselVeS+

echnology Act 1965 i

gience and T

d Process Development Scheme (PPDS)

ProduCt an

), This scheme is a major element in the Department of Industry R & D
budget. Its aim is to support firms to develop new products and
processes by pump-priming grants. The Secretary of State for Industry
has sought additional resources to stimulate development of new
technologies such as fibre optics, telematics, computer-aided
development and manufacture and robotics, and the application of

technological advances to improve industrial performance.

Industry Act 1972: selective assistance

JThe instruments for selective assistance come under sections 7 and 8
of this Act.

Ebional selective assistance is operated by the Department of Industry
‘;lllder SSCUion '8Y It aing'te support new investment by manufacturing
M, would not go ahead without some assistance. The firm must
i’zttizl‘::rc.i an investment project, and it would only recei\.re suppor::'onaJ
fnterggy " S¥tent needed and if this was judged t0 be in the nati
| Projects supported could range from expansion schemes to

tion of production methods. New schemes to support sectors
°T to accelerate investment generally are not envisaged.

Repi, :
2l selecty § d Welsh

g3 ective assi : d by the Scottish an

Iflc@s bs Ssistance is operated by el

Uag A "ell as the Department of Industry under section 7. e
My uDI.Dc)rt additional investment by manufacturing industry, bu
88sisteq areas. (In Development and Special Development Areas

rati°Ilalisa
op
lndustry
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py the present Government insist that it should be ygeq to
adOPted 5 productive investment, not simply for Job protection.
e O
5o’

ent _and Export Objectives v
Curem 1
= o

46 produCt and pI'OCeS.S development .scheme and selective aSSistance‘_l
b Bothd give @ greater emphasis to encouraging exports and could be useq )
coul

' ment polici ~ 1[0
p the Government's procurer p cles to make firms more |

wit . Financial assistance would be provided direct to companies i -
s b 4 . .
, compe cies procuring their products. Such asslstance may be needed ||2',
4 not b0 260 : ; tablish a product in national ang j i ’
e s b el a UK firm to es . P : na 10{1 and 1nternational -
ets (eg television and radio transmitters, hospital equipment). n3
narke

In other cases, €g electric powered vehicles, there may be clear future ‘___}
potential in international markets. The problem is to show the product ’ 9
in a working environment. At a time of cut-throat competition in world - “45“
narkets during the recession there is a particular risk that UK firms ﬂr‘_""
competing in world markets may be unable to maintain their investment

in expert work teams which they have built up over the years.

5 If markets including overseas markets are lost it may be very difficult 16 ’
to win them back. In other cases (eg System X telephone exchanges; -~
‘combined cycle' gas/steam power stations) the need is to break into the " |
narket, b % |

b Grants towards development and investment costs, shared-cost contracts
ad pre-production orders would be the methods of assisting UK firms

: i \
to win 0ew procurement contracts and to win overseas business. . ||9 }
') =3
&t Promotion and the Market Entry Guarantee Scheme | »&0]
G0 i)
it *einforce the use of the Science and Technology Act and Industry AcZ CR
. :ou?d be feasible to give a higher priority to export proxfxotlo: wor 1211
ig d lmprox;ements in the market entry guarantee scheme. This sc emed
a : S
0 enfepartment of Trade/British Overseas Trade Board s?heme’ dejlg:rt 2
market:u;age firns, especially smaller firms, to break into new exp e
¥ meeting some of their initial costss
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ok he joint Department of Energy/Department of Industry
e .

.Deve(l)rted under ttrating the energy saving potential of new or
5uppme gor demons technology. Firms with development projects may
scheially adapted ants for part of the cost and the scheme pays the 10
9%° apital &7 A i to demonstrate the benefit to other }
receiV® z if monitoring projects to
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