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POLICY FOR THE NATIONALYSED IMDUSTRIES

(A paper by Mr, N. Ridley}

1. Our policies for the Natlionalised Industries should rest
on the followipg principles:

(1) The finsncial dutles of and limite on rach
industry must be clearly set, firmly held to by
management and altered as little as possible by
Covernment, :

(11) The industries must be exposed a2 far as
poseible and appropriate to the diecipline of the
market place. Vhere thiz cannot be done, they
must be controlled by methods whose effects resemble
those of market diselplines. Steps must be taken
to ensure thet no Corperation enjoys an unjustifiable
degres of menopoly, exploits the consumer or-
undertekes activities better pulted to private
enterprise.

(11i} “%he taske specifi: to each industry must be
properly defined and agreed with that industry,
uncommercial activities belng identified and
costed separately and paid for individually by the
authorities.

(iv) ©Once these conditions are met manapement must
be given more freedom to do 1te job with less outside
interference, must be properly rewarded for success
and face up to the cohsequences of fallure.

{v) With proper financial dirciplines ard a
redoction in the effective degree of moncpoly,
management and unions can be left to negotiate wages
and conditione on thelr own. Where monopoly
conditions are unavoidable, competition and mencpoly
policy and accountablility for unit cost levels and
improvements 1n those unit costs may also be
important 1f the consumer ig not to be "taken for s
ride". However the general framework of our
relationship with state industries must minimise the
scope tor confrontetion.

Ta put these principles into effect will require the pursuit of
the policies se¢t out below.

2, Finaneial Control.

(a} Required rate of return on capital employed {already
known ag the R.0.K.) This discipline largely lapsed in the
lest daym of the previcus Conservative fovernment and has not
yet been fully reimposed by the present administration, although
they have set new targete for some major industries. An
R.C.R, =hould therefore be set for every industry as soon an
poseible, We recognise that different rates may be
appropriate for different industrles.
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¢b) Cesh 1imitg on reccurse to exfernal finance, {whether
from the Government, the private sector or overseas). Cash
1imits should continue to apply to each ipdustry, as at present,
and the applicstion of these limite improved in due course in
the light of experience.

It would be important to establish that the required
rete of return and the cash 1limit for each industry are binding
targete which must be met: - .

{¢) Investment control. The statutery annual review of
investment would continue. But 1t would concentrate less on
detail and act more as a fosum for the preparation and apreement
of the industry's corporate plen, and annual review of
performansé. - In some cases it may be gppropriate to review
tnvegtment proposals over longer time scpies than in the past.

e
3. Price Control

If there is evidence of exploitation by a natlonalised
state monopoly, either in the form of excessively high margins,
or of diseriminatory pricing and croes-subsidisation, the
authorities ghould refer the matter to the Monopoly Commissilon.
The pewers needed fer this already exist, Similar provision
must be made for dealing with other abuses of consumer interests
which 1lie outside the classical areas of mencpoly polley. To
do this 1t may be necessary to provide in due course for
investigations by end references to the Qffice of Falr Trading.

4. Uneconemic Activities

. When an industry le asked to undertake uneconomic
activities other than those specified by statute, 1t would be
open to 1t to apply for a specific aubsidy from the authorities
1f the latter wanted it continued,. Ag far as pessible the
industries. should be required te keep proper asccunts of each
of their “uneconcmic" sctivities.

5. Accounting

Current sccounting practices in the industries are not

satisfactory and nsed to be tightened up. A small committee
r should be set up by the Treasury and Comptroller and Audltor
General {CAC), involvirg cutside accountants. They should
consider the apptication of inflation accounting to the
Nationalised Industries, depreciation policy, problems =uch as
unit coste, the procese of capltal recanstructlon and writing
off debt, the treatment of subsildiaries and croas subsidisation.
They should publlsh as soon as possible o White Faper setting
out the principles and accounting standardas to be employed
throughout the nationalised sector, ™ When the new accounting
principles are implemented the -CAC may well need to ereate a
new branch, in his Department and-to.post officers in the finance
departments of edch major nationalised industry, to ensure that
the new acepunting practices sre put inte. fores. The CAC
would be answersbls to the Select Committee on Matlonalised
Industries (SCNI} for discharging thie iask togethecr with
management .
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6. Corporate Plan and Management Accounting

In each cofporetion a Corporate Plan {CP) should be
prepared and rolled over each year and agreed with the sponsor
department and Minlster. It ghould then be published, The
Corporation's progrese in achieving the plan should he monitored
by a pystem of monthly management accounts which can be based
on the already extensive systems of regular reporting now in
operation, Thepe management accounts should ¢ontinue ta he
made confidentially to Covernment, though the CAG and SCNI should
naturaily have accese 4o them when they wish. The CAG should
be ecncouraged by the SCNI to meke post-completlon audits of the
degree of succees of the plan when the year is finished. The
new Corporate Plan and report on progress in the parct year
would be submitted annually for tha attentions of Parllament
and the SCNI. - .

7. Minlsterial Fegponsibility

-~
A Treasury Minister would continue to oversee the finsncial
performance and targets of the Induetries. The Sponsoring
Minister would be in charge of the annual review of investment
propegals and the Corporate Plan. It would generally be for
him to negotiate explicit paymenis for "uneconomic® activities
undertaken by the Covporation an3 to provide for so doing on his
departmental vote.

8. Wages Policy

_Collective bargaining would take place within the constraints
impesed by -cash limita and the R.O.R. As a result some groupr
will certainly be able %c¢ win more than others, either becaune
they are in short supply or because they have greater industrial
strength. It would not be eensible to try to make strikes
illegal in key industries. Our proposals for income tax
refunds and unemployment pay for strikers might be a lass
controversial way of diminishing the ferce of the strike threat.

9. Management

Managera should be given the overriding task of earning
their required rate of return. There must be far higher rewards
at the top in future, including 1f possible =ome sort of extra
payment for success. In some of the industries supervisory
hoards could be introduced, in which the Chairman and Deputy
Chairman would be full-time but some of the other members could
be part-time. The functions of such supervisory boards would
be: .

(a} To help protect the management apsinet ministerlal
and bureaucratic interfarence;

(b) to hire, fire and roward senlor management;

(e) to eneure that the requirsd return on capital
was met

(d) to reorganige the industry intc emeller accountable
unite as best they cculd.

They would become holding compsny boards. Implementation would
be left to executive management boards,
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10. Increseing Competitioh and Ending Mongpolies

A general Enabling Pewers Bill should be introduced
to end some of the ptatutory monopolies,  Thie might make 1t
poasible for: :

(8) North Sea ¢1l companles to sell gas cutside the

gas grid;

(p) private companies to have more latitude in

selling slectricity from thelr own geherators outside

the electricity grid;

{c¢) the Post Offlce to be split up into Telecommunicaticns
and Fostal Services as recommended hy the Carter report.
The telephone netwcrk would remain nationalised but
private telephone suppliers would be given a larger role,

The coal industry and the question of bus licensing should be
dealt with separately. :The .enabling bill should be called a
Competition Bill or Monopolies' Bill.

11. Competition
Te avoid unfair competition between private and public

sector companiss, the limits on *he activitles of public
corporations should be particularly firmly hseld for the time being.
However once the proper financial dizciplines have been

instituted and much greater squality hes been achleved In the
relative cost of raising capital in public and private industry,
there sheuld be stit:?e for fresr competition in both directione.

12. ° Fragmentgtion
Qur long term ailm should be to move away from centraliced

unified corperaticns. ~Where pessible manegement should be
encouraged to divide each corporationin to basic industrial
unite - the pilt, the ship-yard, the port, etc. Bonus schemes
baged on productivity at each unif should be tried (as in the
pits). However it must be recognised thaet there i not great
geope for achleving this in the utilities like gas, electricity,

water and the rallways.

Denaticnalisation

The scope for . achleving this will vary widely. The
cbjective muet be pursued cautiously and flexibly, recognising
that major changes may well be out of the guestion in some
induatries such as the utilisies. Different methode should
be used for different industries. The methode currently
under consideration include:

(a) Giving a share in a corporatien to each person
on the electoral role = ‘'shares for the workere';

{b) giving or selling shares to the workers in
proportion -to their years of work}
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(¢} making the industries sell equity shares on the
open market - the "BF" solutlon. In this case, of
course, over 50 per cent of the equity needs to be
sold 1f the State {s to lose contrels

{d) sell whole parts of the cerporation to private
buyers direct, ae hag alreacy heppened with BSC.

on the face of it, the methods most sulted to the major
Corporationa are as follows:

- vghares for the workers"; Pite and Portsi

- salo of equity, with special righte for the
workers: British Alrways and pocsibly parfts

of BNOC; o, ’
direct sale of assets to the privats sector: Gyb'— -

BsSC, BR, Naticnal Freight n, BNOC

Nptional BTRTo- - gion, BNOC,

NR/ANR/PR/RME

( Conservatlive Research Department,
26.6.78

24 014 Queen Street, Lendon B.W.1.
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POLICY FOR THE NATIOHALISED INDUSTRIFS

{A paper by Mr, N, Ridley)

1. our policies for the Vatlonalised Industries should rest
on the following principles:

{1} The financlal duties of and limits on rach
industry must be cleariy oet, firmly held to by
management ard altersd as Iittle as possible by
Covernment.

{{1) The irdustries must he expored ar far as
poagible and approprliate to the disciplire of the
market place. Where this cznnnt be done, they
must be controlled by methods whose effects resemble
those of market disciplires. Steps must be Taken -
rE—emEure that no Corporation enjoys an uniustifiable
depree of monopoly, explrnits the consumer OT

undertalkes activities better suited to private
enterprise.

(ii1) The tecks specifi~ to each industry must be
properly defined and agreed with thar industry,
ureommercial activities being identified and
costed separately and pald for irdividually by the
authoritier,

(1v) Once thece condltions are met managemert must
be given more freedom to do lte job with leszss ocuteide
irterference, must be properly rewarded for Success
and face up to the consequencer of fallure.

{v) With proper finaencial disciplines ard a
reduction in the effective degree of monopoly,
manapgement and unlons can be left to negotiate wages
and conditlions on their owmn., Where monopoly
conditions are unavoldable, competition and monopaly
policy mnd accountabhility for unlt caost levels and
improvements In thoge unlt costs may aleo be
important Lf the consumer ls not to be "taken for a
ridet, However the general framework of our
relationship with state industrier must mirimise the
scope for confrontatior.

To put these prirciples into effect will require the pursult of
 the policles set out below.

2. Financial Control

{a) Required rate of return on capital employed (already
wnown as the R.0.R,) This discipline largely lapred 1n the
laszt daye of the previous Conservative Coverrmert ard has not
yvet been fully relmposed by the present administration, al thougrh
they have set new targets for some major industriez. An
R.0.R. should therefore be set for every industry agfs =00n as
pessible. We recognlse that different rates may be
appropriste for different industries.




(b} Cash limits on recourse to exterpal finance, (whether
from the Coverrment, the private sector or OVErseas) . Cash
1imite should cortinue to apply to each irdustry, as at present,
and the applilcatlion of these limits improved in due course in
the light of experlence,

Tt would be impeortsnt to establish that the reguired
rate of return and the cash 1imlt for each industry are binding
targets which must e met.

(¢} Investment contrel, The statutory annual review of
investmernt would continue. But it would concentrate less on
detall and act more as a focus for the preparation and arrecment
of the irdustry's corpeorate plan, and arrual review of
performance., In some cases it may be appropriate te review
Investment proposalc over longer time scases than in the past.

3. Price Control .

If there is svidence of exploitation by a natioralised
atate monopoly, elther in the form of excesglvely high marpgline,
ar of discriminstory pricing and croes-subaidisation, the
athorities sHOTTTTETEr the matter 1o the Moropely Commissior.
The powers necded for thils already exist. f4imilar provislonr
muet be made for dealing with other gbusers of consumer 1lnterests
which lie ocutside the classical areas of moropaly policy. To
de this it may be necessary to provide 1n due course for
investigations by and references Lo the Qffice of Fair Trading,

4. Uneconomic Activitles

whern ar industry iz ecked te undertake unegsonomic
activities cther than those gpeclfied by statute, it would bc
cpen to 1t to apply for & speclific subsidy from the authorlitier
if the latter wanted it continued, he far se possible The .
jndustries should be required to keep proper gecournts of each
of their "uneconamic™ activities.

E. Accountling

rurrent accounting practices in tho industriess arc not
aptisfactory and need to be tightened up. A =mall commitiee
ghould be set up by the Treasury and Comptroller and Audlitor
ceneral {CACY, involving cutside aceountants. They =haould
consider the application of inflation aceourting to the
watlionalised Industries, depreciatiocn pallecy, problems such as
unit ocoets, the process of capital reconctruction and writing
off debt, the treatment of cubaidiaries and cross subsidisation.
They should publlsh ar soon A5 poczikle a White Faper setting
gut the principles and accounting standards to be emp Loved
_throughout the nationalised sector. when the new accounting
prirciples are implemanted the TAD may well reed to create a
new branch in his Department and to post officers in the finance
departments of each major nationalised industry, to ensure that
the new accounting practlces are put into force. The CAC
would be answersble to the Select Committee on MNationallsed
Industries (SCNIY} for diccharging this task together with
management.



6. Corporate Flan and Maragement Accounting

Ir each corporstion a Corporate Flan (CP) should be
prepared and rolled over each year and agreed with the sponsor
department ard Mipiater. It should then be published. The
Corporation's progress in achlevinp the plan shculd be menltored
by a system of monthly management accounts which can be vased
on the already extenslve systems of regular reporting now in
operation. Thene management accounts should continue to be
made confildentially to Government, though the CAGC and SCNI should
naturally have access Lo them when they wish, The CAG should
be cncouraged by the SONI to make post-completion audits of the
degree of success of the plan when the year 1s flrlshed. The
new Corporate Plan und report on progress in the part year
would be submitted anmually far the attentlons of Parliament
and the S3CNI,

. 7. Mirnisterisal Responsibillty,
]

‘ } Treasury Mindster would cortirue to oversee The financila '
performance an arrets of the irdustrles, The Sponsoring
Minister would bf In eoharge of the annual review of investmert
proposals and the Caorporate Plan. Tt would gererplly be feor

undertaken by the Covporation arnd to provide for so doing orn hi= i
epartmental vote.

ﬁ._ Wages Policy

Collective barpaining would take place within the constrai,ri:.

imposed by cash limits and the R.O.R. As & result some groupr
will certainly be able to win more ar. others, elther because
they are in short supply or because they have greater industrial
strenpgth. It would not be sensible to try o meke strikes

illepal 1in key industries. our preposals for income tax
. refunds and unemployment pay for strikers might be a less
contraversial way of diminishirp the foree of fhe strike threat.

\him tonorotlate expliclt paymeats for "uneconomice’ activities

et
P I Management

Manapgers should be given the overrlding task of earning

thelr reguired rate of return. There must be far higher rewards
at the ton ir future, ineludirg if possible some sort of extra
pavment For success. In some nf the industries supervisory
hoards could be introduced, ln which the Chalrman and Deputy
Chairmar would be full-time but some of the other members could
be part-time. The functions of such supervisory hoards would

be:

(g) To help protect the manapement agalnst ministerial
and bursauvcratic interference;

{h) to hire, fire ard reward senior management;

{c) to ensure that the required returr on capltal
was met;

{d) to reorganise the industry intc smaller accountable
unitz ag best they could.

They would hecome holdlng company boards. Implemertatlon would
be left to executive management boards.
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0. Increasing Competitior sngd Ending Monopolies

A penernl Erabling Powers Bill should be introduced
to end some of the statutery mononpdlies. This might make it
pozgible for:

(8} Worth Sea oll companies to sell gas outside the
pag grid;

() private companies ko have more latitude in
gelling electricity from thelr own generators outside
the electricity gsrid;

(c) the Post Office to be split vp inteo Telecommunlcaticn..

arid Postal Services as recommended by the Tarur—Iepori.

The telephone network would remaln natlionalised but

private telephone suppliers would be given a larger role. .

The coal industry and the question of bus licensinp should be
dealt with separately. The enabling b111 should be called a
fompetition Bi1il or Monaopoliles Bill.

1L, Competition

To avoid unfalr competition between private and public
sector companies, the limilts on the activities of publle
corporations should he particularly firmly held for the time belrD.
However once the nroper Flrmanclal digciplines have been
ipstltuted and much grester eguality has been achieved In the
relative caat of ralsing capital In nublic and private indwstry,
there sheould be scope fer freer comuetition in both directlone.

12. Fragmentatior
tur long term ailm should be_to move gway from cepfraliszed

vified corporations. Whers possible management showld be
encourapged to divide each corporationin to basic industrial
units ~ the pit, the ship-yard, the port, etc. Bonus schemee
based or productivity at each unit should be tried {(as in the
plts). lNowever it must he recognised rtheat there 1z not preatc
seope for achleving this in the untilities like pas, electricity,
water and the railways.

13. Denationalieatlion

The zcope for achieving this will vary widely. The
cbjective must be pursued cautiously and flexibly, recopnlsing
that major chenges may well be out of the question in some
ipdustries such as the utilitiers. Different methods should
be used for different irdustries. The methods currenily
under consideratior lpclude: S
ﬁ

(a) Civing a share in a corporatien to each person

on the electoral role - "shares for the warkers';

{r) giving or selling shares to the workers in
proportion te their yesrs af work;




(¢} making the industries =ell equity shares on the
open market - the tpP" solution. In this case, of
course, over 50 per cent of the equlty needs to he
sold 1if the State is to lose control;

{d) =ell whole parts of the corporaticn to private
buyers direct, as has already happened with RSC.

On the face of i1t, the methods most euited to the majoer
Corporations are as follows:

— vghares for the workers': Pite and Portsog

- sale of egulty, with speclsl rights for the
workers: British Airways and pocslbly parts

of BWNOC;

~ direct sale of assets to the private sector:
BESC, BR, Wational Freipght Corporation, BNOG,

Mational Fuz Co. v ik
t-.,‘._ ,

NR/ANR/PR/BME

Conservative Research Department,
26,.6.78

24 0ld Queen Street, London S.W.1.



