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NATIONALISED INDUSTRIES' CASH LIMITS & PERFORMANGE TARGETS FOR 1980/81

Memorandum by the Chancellop of the Exchequer

" 4, E Committee decided on 17 July that the proposals set out in

the Secretary
of State for Industry's paper (E(79)16) should be pursued.

I vas asked to bring
forvard proposals for implcmenting the general principles set out in that paper.

2. One of the main proposals was that cash limits on nationalised industries!
external finance in 1980/81 ehould be set before the start of their pay negotiations:
this means setting them in October or November instead of at the usual time - just
before the 1980 Budget. The intention vas that fixing the industries' cash limits
early would exert pressure for responsible pay bargaining. The level of the cash
limit - which should clearly not exceed the financing figures we settled in Survey

. price terms during July - would inevitably reflect a view about the increase in

~ each industry's pay bill. That increase should reflect not a "norm-like' uniform
assumption about pay increases but rai‘.her the particular commercial circumstances
of each industry. 1 i )

—3.  The attached pal_ae; guéf-f;:zais éﬁé‘s'“é&;‘Mé'estimates EESMIGE R
¢ffect might be of uprating the financing figures agreed for the industries in July
Fsee Para 7 & Table A). It discusses the considerations which will have to be taken
into account when the decisions about cash limits are made. These are: the indus-
tries! oun revised forecasts, the Treasury forecast for the economy as a whole .

! (a"ailable next month), and the Government's views about the increase to be prov:..ded
for in each industry's pay bill. The paper also summarises (in para 15) the “d‘.’lce
o fPonsor departments on the position of the major industries. I shall not brmghat
forvazg Specific proposals for the 1980/81 cash limits until next month-. 1'3ef°ri tt

- " Be gope we ghall nced to decide rather more precisely how.the.cae‘h e :;:reo’

Simple or mechanistic way of producing ¢ ,
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Qate discipline. i) =
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4, The industries are extremely diverse and my own first reaction would be that

Sl creenet and our own approach to them should also vary. It would certainly

ye preferable if the Government could avoid taking any view on the change in the
o8 pill which should be provided for in different industries, and could instead
Leave the management to reach settlements reflecting their commercial circumstances,
provided they kept within the cash limit and that the cash limit was set at a level
that imposed a discipline. In some cases this may be possible and we may be sble
to avoid taking a view on the pay bill. For one thing some of the industries are
jikely to forecast higher financing requirements as a result of the change in the
economic prospect (slower growth, higher inflation and a higher exchange rate than
they had expected) so that the cash equivalent of the figures we settled in July
pay impose a sufficient discipline. In the case of the steel industry which has
been given a clear and ambitious financial target for next year, and operates in

a highly competitive international market, we may not need to take any explicit

view on the increase in the pay bill.

5 But at the other end of the spectrum, in a case like British Rail where the
level of fares is a matter of considerable concern, where the labour costs are

60% of total costs and the Government meets 40% of that total, it will be much more
difficult for us to avoid taking a view about costs. Other industries occupy
intermediate positions. But in most cases it will be hard to decide what level
of cash limit will provide an adequate and defensible constraint without taking

a view on the increase in the pay bill which should be provided for. In doing this
departments and the industries concerned will have to assess how pay in each of them

is likely to move in relation to the national average. This is not likely to be at

el easy. Not only is/ t;m"sapproach a novel one but it is compli-
cated by 3 distinct issues: there are firm traditional links between pay movements
he industries and the economy as a
n the immediate future pay in the

or generally, should grow by a good
where exceptional catching-up

and we do not, in

both between different i fyies and between t
¥ole; there is a well presumption that i
nationalised industries, as in the private sect
Geal less than in central and local government,
Settlements have been made as a result of Clegg and other awards;
Y case, have or wish to formilate a view about what the likely rate of increase

' average earnings is likely to be.

6. gnent should be officials

As a starting point for determining what the Jud . .
Suggest the rule of thumb that labour costs per unit of output in the 1ndusi.: es.
Shoulq e assumed to rise by rather less than the expected increase in retail prices
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(and therefore costs) generally. That initial figure would then be modified in the

s dumty! ; : )
Light of each industry's special circumstances, particularly where substantial losses

are being made.

. whatever the shortcomings of this approach nothing better has been identified
5 far, and we cannot afford to wait longer. I therefore ask collesguee to agree that
this approach should be pursued in discussions with the industries. Though rough and
read.‘l,it should offer us a useful start with a prospect of improvement. Despite the
imprecj\iiiﬂ{bt?tf pcxaosélu 1;‘\rrlné'.tas ufr?f‘fotpn? xpéxét&f{x‘alised industries and their vulnerability
to industrial action they shoulé//gxercise some downward pressure on pay bargaining.
If in the final count, the industries fail to
negotiate settlements consistent with the cash limit or with performance targets for
costs, they will have to put up prices or make savings in capital or current expendi-

ture.

8. To meet the time-table proposed in E(79)16, discussions with the industries
about their revised estimates need to start now. As well as covering the application
of the rule of thumb to the pay bill, the discussions will need to eliminate 'fat' in
the estimates and if necessary to identify what needs to be done by the industries

to keep to our July decisions.

9. As E Committee asked, the paper also covers the arrangememts for monitoring
nationalised industries' cash flow; and it discusses how we should monitor pay
developments in nationalised industries (see paras 9-11 of the paper by officials

and para 7(iv) & (v) below).

T

0. I now invite my colleagues to:

i) Endorse for the purpose of discussions with the industries the rule of thumd

and the broad approach to setting the allowance for pay bill increase§ in fixing
the cash limits (para 5 above & para 19 of the officials' paper).‘ Th:!.s wou}d
Dean that the industries would be expected to achieve some reduction in their
real unit labour costs.
he Treasury should now begin
eaz:k:-up of th:y‘l980/81 cash limits,
officials' paper.
11i) Note that I chall be bringing proposals for 1_:he lin_lits to bet:et_fgi s:::l:g
industry before the Committee, in the light of d18°“551°“:h“1;h ki
and of the prospects for the economy as they-erfzerge'frorg' cz zz: e
course of preparation. I envisage further I_hx.nst?n;l 1:erss
of next month prior to publication of the 1limits in November.

i g sure that
iv) Agree that nationalised industry Chairmen sht_):ﬁn:: ::e:n::r:g e
sponsoring departments are consulted before comni

Major pay negotiation.

ii? Agree that sponsoring departments
discussions with the industries on th
as proposed in paragraphs 22 & 23 of the

L e
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v) Note thaf.:, while the present arran
ised industries' cash flow should in P

nsor Ministers may be needed to en
effectively in working those arrange
effective steps to counter threatene

sﬁamez:nts for the monitoring of national-
Tinciple be adequate, the support of
sure that the industries cooperate
ments and also to oblige them to take

d breaches in their cash limits.
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| y NDUSTRY CiSH ITHS 8 T
NATIOHAME)LD LNDUSTRY CiSH LIMIUS & PERTONIANCE TARGETS FOR 1980/81
Note by officials
o .
pzoduction

k .
At £ Committee on 17 July the Chancellor was asked to bring

jard gpecific proposals as to how the general principles set

foxv
< % Cecretary of State's ps n : 2 il
ot in the Sec y of btate's paper on Pay, Prices & Efficiency

n Nationalised Industries (E(79)16) and in the detailed note by
Jfricials attached to it might be applied in each of the main
natioﬂaliso‘d industries. He was also asked to examine the
dcsirabiliw of obtaining icproved information on the cash flow

in these industries.

5, In previous years cash limits have been set just before the
fudget by updating the external finencing figures agreed by
Ministers the previous summer by reference among other things

to the Government pay policy as currently interpreted. Where

the annual pay settlements have already been concluded, allawance
has been made for these; end in other cases a good deal of

relevant information has been available by the time of decieion
about the "tonc" of the pay round before the cash limits have been
set. The spproach envisaged by Ministers for 1980/81 differs

in two important respects: the proposal in E(79)16 was that the
cash limits will now be set befdre all but a few major pay
settlements in the current round.have been reached, and the
assunptions to be made about each industry's pay bill will reflect
the specific circumstances of that industry rather than any sort

of general pay norm.

2 F p i} ]
7+ This paper is not intended to reach decisions on what next

Year's cash 1imits would be. Rather it-discusses how and when
sh linits might be set for each of the pajor industries*; how
he size of wage claims;
enforcement of performance
lable from the

®ffective they might be in containing t
Bow far they could be bolstered by the
fargets; anq whether adequate information is avai :
hmustries for effective monitoring. It does not deal with the .
Hnanciqy targets to be applied in each case; these are the

“hject of separatc discussions involving the industries, the

i .7 . 2 T iy che 1 7
are defined as: coal, GaS, elg-cpiickgéggflways, csteel,
& telecommunications, and BRIbEtESCEiiE
‘ 3 s
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oring Departments and he TI‘GO!‘.\er,
on 5

‘ T The paper begins with a
5! Al discussion of the role of cag

one’ " : h limits before moving on
haiscussion, o the detailed circunstances of the major

to
al; for further action.

65 It concludes with propaos
iﬂdustrlc pit e Propos

R e ; : 2 L
he Role of Cesh Limits for tionalicegd Industries

y,  As was no(jcd in the T’{‘]”Cl‘ by officials which accompanied

579165 individual cu.i,:h 11.:?u,ts apply to each industry's external
financin{? (its total flm.mfv-ln.:; requirement net of internal

reSOUTCGS) and hence to its contribution to the PSBR. The limits,

Jen ety incorporate a view not only about each industry's invest-
sent but about its costs, including wage costs, and its prices as
yell. Departments have sought to reduce any "headroom" the industries
pve tried to build into their cash limits, and the limits have been
taken increasingly seriously by the industries as a basic financial
dgiscipline. Although external financing needs may on occasion increase
in a way beyond an industry's control, in general the risk of a breach
in the limits is recognised as calling for every effort by the

industry to achieve an improvement in its cash flow sufficient to

stay within them.

% But at the same time the effectiveness of the cash limits as
discipline on costs varies with the circumstances of different
lationalised industries, so that cash limits are at best a very
imprecise instrument of control. An industry's external financing

leeds are the difference between two very much larger flows of

receipts ang expenditure, and both may vary markedly as a result of all
%rts of random factors — changes in market conditions, unusual )
eather patterns, the timing of payments, including progress payments, -
by CUstomers - without any decisions by the industry affecting
investment, prices or wage costs. Cash limits exert the strongest
leveraga over the financial results of those industries which have the
Ereategy degree of monopoly power; but the industries' ability

© vary Prices in these cases restricts the extent to which the

llmits can influence the development of labour costs. Equally

k- linits are likely to be more effective in influencing pay 1n
s are a high proportion of

lon.
m°n°P01y industries where wage cost
t nost

M2 costs: but. the ability of such industries (Stee,l,is_,_t:hie_
e example) to stay within the limits is less than that of
ludustricS .

At‘-tion e i thi W limit during the current year
o0 keep within a cash LX S The
o a thrcatened breach. The

which have monopoly power over pncesl.

oy
fluays pe the correct :c'eslxmse2 to
* ~
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™

.t gexm discipline should not frustrate sens

.mr ible longer-term

ls . »} i (o inet - .

5,a,mi“5‘ Although in some instances holding back investment may

b; ¢he pest course of action to counter g breach, cutting investment

- pesponse o d dUFCI';103T'ff'LJ-0’1 A0 trading conditions might do more

i ¢hen an increase in redundancies at an outdated plant, even though
naﬂ‘ini .1al costs of the redundancies would be such as to increase

the ** { the immeidate breach in the limit.' Equally it may be

617 L oc_torm A4 oot 4
ﬂ;fm industry's long-term interest to hold out against industrial
& dalifn o e bl : g

tion even if the costs of so doing mean a greater breasch in the

o 1imit than would result from further concessions.
¢

que T1lustrative Figures ,

7. Tor purposes of illustration annexed Table A shows effect of
gprating* Survey prices' external financing figures as settled by
Jinisters in July to outturn prices in 1980/81. Table B shows
figures by industry for capital requirements, internal resources, and
illustrative cash limits; and the effect in & of a 1% change in

pay bill, turnover and investment, and in numbers of 1% change in
employment. The fact that external financing requirements are small
in relation to turnover in most industries illustrates the risk that
random factors may result in substantial deviations from the path

of cash flow expected when the limits were set. The relationships
etween pay bill, investment programmes and total costs give an
indication how much flexibility an industry may have in meeting a
threatened breach in cash limits, notably by restrictions on

investment .

8. Decisions on nationalised industry cash limits are not a matter

of mechanical manipulation of figures - least of all applying a

Wiforn earnings assumption — but an act of informed judgment.

hart from the Survey price figures in Table 4, this judgment el

ed to take into account: .
a) Updated forecasts from industries.
forecasts which formed the basis

Their pre-Budget

Dg}ile Uprating factor covers 2 years since U el Pri?eslaginqusn/.‘ZZe

i s, It is consistent with earlier projectionss 1;116 - blsc services
andear‘{lllngs between 1979/80 and 1980/81, of 183% in 1t; gepu with the

i ;“l*’:ln the private sector and nationa%l?eﬁ ﬁgﬁ:@zlégc;ut 10% higher
thay ¢pRG at~133¢5.  The uprating factor 18'08 S5 U 2. it and Financing

n 3
Roys the inqustries themselves assumed pe changed when the new

BY Submices : : need to o
hior s Wbnissions. It will probably necd U £ a lower average
lged¢ forecast is available, bub the pattern oo @ -0 S, rt
mije fox the: privete ascsor and nabionalised iRGUSHTISS CHARSOR il

Services gector is unlikely to change- . . of G
) .
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I of this suumer's Investnent ang Financing Review have
peen outdated by 3 general changes since February:

-~ a faster increase in the general price level
— the impact of recent Hinisterial decisi X
i Ane Ak . = ecisions
investwnt and financing S1O01S on prices,

- the prospect of slower econonlc growth

exchange rate for the £ rather than p’ and a higher

reviously expected.

The industries will also want to make other changes. related to

their specific circumstances. Sponsoring Departments will
need to examine their revised i‘oreca.,tu carefully, and to

consider whether the industries underlylng assumptions eg,

on Pay, employment and output are acceptable.

b) Prescriptive ‘assunptions chosen by Government to exert
pressure for efficiency and responsible pPay bargaining, by
setting limits, tailored to the circumstances of each
industry, to the overall increase in the pay bill.

¢) New Government economic forecasts including forecasts

of earnings and prices (which would provide the basis for the
next Industry Act forecast) in the autumn; the judgments
about the likely increases in the private sector and in

the economy generally will be parti‘cularly impor'tant,, :

sponsorlng Departments and the TreasuI',Y will need to nn&erﬁﬂfe_
‘Prelininary discussions with the industries in ‘the next few weeks
ot the first two points. The Chancellor _wiﬁ;l‘ then 5&’& éia‘éiﬂc

Proposals to the Coumittee around the end of O October, inco3

the results of the discussions and A{:h*e ﬁfﬁ"a Mt%-l
farly in October. . ol a P e

aing huf‘th‘m

E' e, (6L K 10 %
Worecnent of Cash I.mnrs s

E cash llm.t., B to b@'

20e éS an ef
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1 result in n ;
offers would result in a breach in the cask limits which

1v > roidec ~ 4
could only bc avoided by price increases or investment
cuts.
present arrangements for monitorin £ '\ : :
TC < 1Rg the financial performance

10+ S DAL .
: sed industries are set ;i
tionalised 1n tries are set out in Amex I. In the view of

na
:;oﬁsorirlc Departments anfi Treasury officials, the need now is
i pake this system work better, rather than to change it. On
occasions sponsor Departments nay need active support from their
yinisters in persuading theindustries to improve the quality-and
tineliness of their regular financial returns, and to provide in
svance some indication of the expected profile of cash flow

through the year against which the outcome month by month can be
judged. More fundamentally, active involvement of Ministers is

tound to be required if the industries are to be brought to take
effective and timely remedial action to prevent threatened breaches.
Even then, the scope for adjustment or employment levels to

keep within a cash linit nmay prove in the short run to be very

restricted.

1. Where pay is concerned the problem is to reconcile the need
for effective enforcement of cash limits and performance targets
throughout nationalised industries with the Government's determination
% avoid setting pay norms and to leave the industries to make
their own decisions on pay and prices. These problems have been
discussed in letters from the Secretaries of State for Industry
(13 hugust) ang Employment (30 August). The balance of the arguments
for alternative courses of action is further considered in Annex IT.
b the viey o Treasury officials it would be so difficult for
"tonaliseq industries to determine whether or not a particular
P settlement implied any risk to the cash limit that the Government's
Dolicy would be better served if the industries were asked to
:;n:;ll.t Sponsoring departuents bef?re e)itering :.i.iltobany a::'i“:;tmeg;iss
‘ ﬂl'isezor G A proauc{;iﬁgitsaﬁ cash iimits
d Perirom % eqential impacf; of v IR ('m t ther ﬁationalised
; OTmance targets, including those relating to o

1 < P
:duStries where a particular settlel;len-t _ however unjustifiably -
adl ; Z . - ' imol: ny intention

i tonally hag repercussions. It does not imply any

. ie Part of the Governa ;
1Gs leve) for any particular group of; enployess-

5
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pance targets are particularly important in the regime

In the absence of such

perfo? ]

' pliCd to the monopoly industries,
g

1 s sed to be clearly lors ;

e 4hich nced t clearly understood by everyone working

Ll .

" paustries, and to be set in a way which will attract as wide
fhe g ——

qure 88 pos.u.blg of support from public opinion - it is

9

08~ s ot il v oo} (RS . s
f oable that insistence on cash limits and financial targets
Liscar®

oan MOTE burdens on the consumer. The new powers for
1

 ences to be made to the Monopolies & Mergers Commission of
:-cffiCicncy with which particular monopoly activities are carried
.by nationalised industries should provide a means to increase
jic understanding of and support for Government policies. It
:.;1661‘13, desirable that performance targets (which now apply only
psts and telecommunications) should be extended as soon as

E;ible to cover the energy industries and perhaps certain rail
bvices as wvell. But Ministers need to be aware that in the

bt run the restraining power of such targets over organised

bor is 1ikely to be very limited. i

ts

ible Bestraints on the Diversion of Investment Funds into Pay

. Once an excessive pay settlement has been conceded in a nationalised
fiistry, there is no escape from covering its costs through higher

fices. The intention of performence targets is to restrain the

foply industries from conceding such settlements in the first

lice. The question has also been raised whether steps should

‘feken to prevent industries from prejudicing their own futures

atting investment in order to meet the cost of pay increases.

Mnciple it would be possible to envisage separate cash limits

¢ Ivestnent and the remainder of an industry's activities; but this

4 inyolve very detailed interfercnce with the way each industry was

Y even jp the formidable accounting problems it would ampiy ate

i;z:ved satisfactorily. TFurthermore trying to protect'; inves.stment

; 'I'y case would be inconsistent with the Government's policy
omn{;ing home to cuployees generally the point that excessive
a4s will put at risk their own or othex people's jobs.

N gt g . ' !
MCash Timits to the Major Indur'tr;.tes e

hﬂustr.th?uch major pay negotiations involving na'tvmm?;lsed,.‘ -

g .los are not due in the current annual pay “round (‘wh{.é' nih

™ hugusy) for several w.eeks, Departments need to let the Chairmen

6 1
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as * 3
p‘10: the industries the appropriate assumptions to be made about inmcreas
fltthcir pay bills and in the prices they charge. Sponsoring :
szartmcnts have Providcd more detailed analyses of the timing and
8 si* the lji,mli.;fl for the major industries, and the specific
oblens in enforcing them; this matcrial may conveniently be
iummal‘ised as follows:

s) Coal

Discussions on action to reduce uneconomic capacity, following
the recent review of the industry, have not yet advanced very
¢ar, so that the projections of future investment, output and
financing are very tentative. The annual pay bill next year
(about £1.8 billion) accounts for over 50% of total costs, and
corresponds to about 5 times the investment programme. The

NCB expect miners' real wages to increase by 3% a year (with
their productivity improving by 2% a year). The miners are
seeking to have their settlement date brought forward from March
to November, which would give them more leverage to put pressure
on electricity supply at the time when that industry's need

for coal is at its greatest. This is a demand which the NCB
must resist; there should be no guestion of substantive
negotiations until towards the end of the year, which would be
consistent with nationalised industry cash limits being set in
November, as currently envisaged. The miners are a powerful

and self-confident group, and the fact that the industry is wholly
dependent on Government for its investment funds has apparently
imposed little restraint on their behaviour. It might be
difficult to cut investment sufficiently to recoup the cost

of a higher settlement than the cash limit allowed for, and it
is questionable - given the need to develop new lower cost.

coal sources - whether restricting investment would be an
appropriate response. The availability of imported cqal or

of alternative fuels at lower prices serves as a partial
restraint on price increases, but limitations on port and
transport facilities still lcave the industry with a good

deal of monopoly power, particularly that exercised through
electricity supply.

b) Electricits :

aﬁemcsent only about 20% of total costs, and the

effectivences of cash limits as a Giseipline is reduced both

by the position of the industry as a monopoly utllra.tyoind :

by its apparent profitability. The pay bill and inves mex(;u

Spending are roughly the same size, Fay settlement: ge 2 e

in February (engincers) and iarch (manuals), so ?h?~t- i

S perhaps less urgency about settingttgg&cgglérlml - tha

e cage of . The industry expect Pd ‘ :

in line withcgii‘latign; this, ¥ogether with the g:rciz;gzezf

Ton the delayed 1979 settlements would'mean aq i 4980/81 -

¥ell over 20% in the pay bill bétween 1979/80 and g

Output and financial performance of the industry ghé Be

slGnificantly affected by randon fluct\_z,atlo:nsrm e s

Ad thig hag implications for the setting of p?;% A .

ggJiCtives for relatively short pte,iéo?g;t ‘TheyZars @g s nd
2al jou ee lover  Lhe LaSEiatid o wants ot

Larger eenggﬁiggrsgréglﬁivc been insi;alled_; 1~?mJTi::s‘i§l}§ _icepe

.1‘ °F further productivily inprovement

Se

: _ g
R ’ CONFTDENDIAL

aoon as possible about the overall approach, and to begin discussing:
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Gas e s -
\chnce'c'o‘str: 1,-(:p1‘<mc‘r'11j Ol:lly“(ﬁgld of total costs, and there is

1e scope for price increases Without any risk of gas becomin
ompetitive vith other fuels, The indur,tyy i confcr?plafinr &
erformance target of a 21% g yoan reduction in real unit 5
osts (other than gas, interest ang depreciation); this would
e 8 chnllCH{ElnG ,.11“‘f'§0ta }(‘)C"{'CI(;UIarly Given the BGC expectation
that real ‘wage: .frfl-,lf;u;bﬁ 0% 3-5% will have to be conceded, given
the Corporation’s high profits ang rapid and continuing

Lllement is due in January,

prodllcti"'ity growth. Tae main pay se
sh 1linit would in any event need to be set vell

unc

o that the ca:
geforc Christmas.

g) Railways S : ;
Wiage cosls represent just under 60% of railways' total costs.
However revenue from GI?tO.’E‘.(:I‘S covers only about 60% of

passenger costs, so that if grant is fixed fares rise steeply

to cover cost increases; a 1.7% increase in fares would be nceded
to offset a 1% increase in passenger costs, before any allowence
for the effect of price increases in Teducing traffic volume.

It takes some three months to bring in a fares inerease; rises

are implemented in January on decisions taken in early October.

The extent to \vflugh unforeseen increases in costs can be offset

by further fare rises within the Year is correspondingly limited.
The main pay settlement is due in April. The unions may well

seek above average increases to recover some of the distance

they have fallen behind other groups in recent pay rounds. Vhile
the Board will undoubtedly press for productivity increases, falling
traffics of the order perhaps of 2-3% due to economic conditions
would provide an unfavourable basis for a productivity agreement.
Investment corresponds to about 35% of the pay bill, and the

scope for cutting it to offset excess labour costs is very limited.
The decision on the cash limit will not be taken early enough

to permit any alteration in the January fare increase, though

the Board will already be taking account of what they know

about public expenditure constraints in 1980/81 in fixing .

the level of that increase. A cash limit fixed before Christmas
would predate the main pay negotiations.

¢) Steel _ |
Vage costs represent about a third of total costs; investment
gorresponds o about a third of the pay bill. The British
Stieel Corporation are already on notice from the Secretary

of State for Industry that their cash limit for 1980/81 will be
{ixed on the basis that the Government will not fund operating
losses; they have been told that up to £450 million (at outturn
Prices) will ve availabe to finance invesiment and redundancy
onred e pay settlements are due in February. Since BSC
:Perate entirely in a competitive world market, they ha;r!e
h(" poobe for recouping excessive pay set‘:tlements‘throug s

S Prices. Further restriction of 1pvestment cgté} le

el aPPropriate response to such a situation; al'.tgrn; ge Y

§ Rie of plants whose productivity was insufficien A

LRIt the higher wage levels might be the bgttie;r ggte;sitf;f

ratpo Gl the immediate effect would probably be to 3 , )
. o than correct the breach of cash lln{:.t.

i .

st & 1 nmunications B 8 detail i
fgﬁ DOSities g%ﬁgg"‘g;ﬁ’mww is vovered in more detall in.
"inﬁf 11, ‘and ‘hag: Heen ‘the subject of c"?"”‘i""ﬁﬁ?ﬁ? .
Ry e%ia) Private Orfiseds Eoy settlenents, o i,

*¢ are duc in January, April and July, and this
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P experience indicates the the January settlement (postmen) cannot
5 TCG“TQGQ as Finulmuntll the engineers' negotiations havc‘be“n

c0mplctou';n JP%J- This year's negotiations have restored )
the 497?//u real wage levels in teleconmunications so that
there should be less of a "catehing-up" problem putting ﬁpward
ressurc on settlements in the 1979/80 pay round. Thedmoqopol
osition of the Fost Office businesses enables vage corfsAto A
pe passed forward 1R prices; but the frictional costs énd
consultative procedures greatly linit the flexibility with which
piccs cal be lhcreased.” Plainigftheepaas Office must be given
every cncouragement to achieve the performance targets they
have already set thenselves - no increase in real unit postal
costs despite the declining volume of the business, and a 5%
a year reduction in telecommunications costs., Itjlssurely
important that both businesses should be in no doubt about the
cash flow they have to achieve, which points to the cash
limits being set in the autunn before the pricing decisions
for 1 January are finalised.

1avs

g) « British Airy _
tlon operating in a competitive world market,

With the Coxx

with many T set by international agreement, and with demand
for air travel 51gn;{10antly price-elastic, the managenent have
had a fair measure of success in securing productivity
egreements in return for money wage increases. This in 1979

% of the overall increase of 11% depended on productivity.

The employees are under notice that excessive wage increases
(settlements are due in January (most employments) and April
(pilots and engineering officers)) would result in reductions
in investment. A cash limit fixed in the autumn seems appropriate
for British Airways.

Sﬁthu;thé Pay Element in Czsh Limits

5. Ministers have made clear that they are not in the "norm"
business, and thet there is no question of the Govermment giving any
general guidance about the acceptable rate of increase in money wages.
This being sd, the best solution would be one where the industries
thenselves mage proposals about the increases to be assumed in their
%y bills, on the basis of their own particular circumstances. The
difficulty is that the nationalised industries camnot stand aside
frouﬂdevelopments in the rest of the economy; and they cannot just
% given carte blanche to assume waatever earnings increases will
iSsure 5 Quiet life for management, with the Government picking up
tl.le pkiilor e pl;actice’ therefore, some sort of starting'point

"1 neeg to be set for the discussions with the industries.

- The problen is to reconcile the Government's determination

t°av01d Glving any normetive guidamce about pay incrgaseé ﬂ?th the
:edf°r the limits on increases in pay billsﬁto)pﬁ 9¥ZéfiZed The
%508nised and understood by the negotiaFing.gr9ﬂPs‘§o\::éﬂktge ]
spee?nment nay be able to'deflect atbention for a time £ ——
“ie figures used for a particular industry “%Fh}the argune

9
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: spresent a judgme & se s ’

, these represent a judgment agreed yigp each industry about the

8 mmercial situation; but it cpn :
jvant commercla. i but it seems inescapable that the
~c o2
yeznae i Cive a more coherent
[qunation of the figures used in partieylqp c
wpre

0 carry ¢ = 3
f A the main burden in the eve

nt will in the end be obliged to

ases, if these are

onviction with negotiators and the general public (who will

etting the pay bill assumption for e
Tn.s T each
I Lecessary to take into account treng
% i

vloyed’ "structural" influences
ap

industry it will
S in output and nunmbers

on productivity (eg, rationalisation
s involving the closure of obsolescent plants and the

"
/v

scheme
;Dm:meﬂt of their output by new capacity requiring less manpower),
,qd the scope for "classical" productivity improvements through

gtter working practices etc at continuing plants. However, although
metors of this kind can be used to explain divergences from some kind
if average, they do not remove the need to set that average in the

lirst place.

@, One approach might be to determine the underlying average by
eference to, say, the mid-point of the monetary target range;

ite resulting figure would then be adjusted (downwards) by varying
muts in each case by reference to the expected reductidn in

vl unit labowr costs. (Increases in real ‘output would justify

2 upvard variation. ) However, the signs are that this would

3y increases in earnings several ﬁercentage points below the rate
it iﬂflation, unless this element of real loss could be made good by
exceptionally rapid productivity growth. Deriving other objectives
o tha for money has the further disadvantage that the relation-
U betyeen GDP and any particular definition of money is imprecise
™ variaple, '

oA fore promising approach, provided the forecast does not
St that prices will be increasing markedly faster than money
o 8:{;5, Bight be to take a realistic forecast of the_increasetin
ths stnerél Price level between 1979/80 and 1980/81 and ?henr si
by, “UING point assumption for dsternining the overall P
b, ® bay bill somewhat below that figure. This approach would

s ‘ ) ad performance
ap Stent with the industries' existing or new per

“‘E&es

g of - Teduce their real unit costs, and would :mely. that. .
lxl"“"t e bonerig of improving productivity in the natlox::zllhs?

riaa - : it
‘n;,% +S woulg g0 to the consumer and/or the taxpayer

Tuld e asking the industries to contribute to a

) 10
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stion in the inflationary pres

Y sures i o
e oint in this in the economy. Setting a
po? : S

stol‘ting vay would be a challenge to those industries

pere there hag been & tendency of peal wnit Janats eostke
g .

: to rise (ie,
ol ©aTAINCS have increased faster than productivity). The starting

oint, figure would then be translated into g figure for each industry's
pill by reference to output trends ‘and to other industry-specific .

R ase = - - ; an SS-I -
1acbOTS (including structual productivity gains through ratiogaiigat%gg}'
proach is frankly arbitrary,

fhis &P : and the position of organised
1abouT in some of the industries is go strong that it may be hard

1o nake the approach stick; but we have not found any bvetter
Jternative, and this course does avoid deriving a figure for aggregate -
camings in nationalised industries directly from some measure of i

carnings elsewhere in the economy.

20. In putting forward total assumptions about Pay bill figures the
Government would emphasise that they were not taking any view about
the appropriate rate of increase in earnings per head of any group

of employees. If employees are willing to improve productivity

and to accept the implications for numbers enployed, there need be

no restriction on increases in each individual's earnings.

Practical Steps : . | ' H
21. If the general approach to cash limits set out in this paper

is agreed by Ministers, it will be necessary for sponsoring

- Departments and the Treasury to begin discussions with the nationalised
industries as soon as possible. The first step will be to ask

the industries for their latest forecasts of turnover, investment,
Infernal resources and external financing needs for 19#89 ¢ 1
&plore with them the assunptions used in compiling

Wth a viey to eliminating any "fat" from the
“eed for external funds. '

2. A% the next stage, the figures

“sistently with the October
8sumeq for labour costs derived ¢
® SVentual cash limit P
Putting Tforward a fur

aei;e»cfive Ministerial
"% not only the circ




Ww the Chancellor has noted in paragraph 6 of his paper on

| gen LimitS anddpf*y (L('7?? ) - the July public expenditure
| joisionss the Government's flscal and monetary objectives, and
[panblook’ for the econony dn Sthe Light 'ofshe Getonen 2
sovecast |
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(Q‘Split between borrowing and grants uncertain

(i)IT@portions of cuts not yet decided - allocated as follows:

£5m Scottish Boards as £3m SSEB and £2m NSHEB

“(3) Allocation of cuts in grants to transport industries not finally decided
. > (4) The figure of £450m at out

Survey Prices et
Borrowing Grants Total Borrowing Grants Total
National Coal Board 598 < 598 791 W 791
Electricity Council & Boards - 3309 8 - 25 - QA(Q 11 =57
North of Scotland Hydro-Electric Board . 18 14 352 2&(D 18 42
South of Scotland Electricity Board 54 2 54 79D a 71
British Gas Corporation —427¢%) - -427 -565¢ - -565
British National 0il Corporation - 100 - 100 132 - 13
British Steel Corporation 340 @ = 3404 4500) = 450
Post Office - 15 - - 15 -2 - - 20
British Airways Board 455 - 155 205 - 205
British Airports Authority 1 | - 15 20 - 20
British Railways Board 34 536 570 45 709 754
British Transport Docks Board = 8 - - 8 - 11 - - 11
British Waterways Board 3 19G) 22 4 25 29
National Freight Corporation 15 7 22 20 9 29
. National Bus Company ' 9 46. 55 12 61 25
j Scottish Transport Group - 3 10 2 - 4 13 9
1] British Aerospace 35 = 356) 45 - 46
i British Shipbuilders 69 L M o] 91 42 133
TOTAL 959 672 1631 1267 888 2155

turn prices is the

£50m gas and électricity as £25n each,

broposed cash limit - the surve ri i is
derived from this TR Simive 1c

s e

(g)Eisures‘assuhe cancellation of BA 146




ILLUSTRATIVE CASH LIMITS AND EFFECTS

Capital Internal
Require-~ Resources
ment
& &
National Coal Board 637 @719
Electricity (England 4472 1202
and Vale sg
British Gas Corporation 700 1150
British Steel Corporation 472 22
Post Office 1459 1479
British Airways Board 477 272
British Railways Board 251 (580)
British Aerospace 152(2) 62
British Shipbuilders & 26 (114)

-
or curs{?? . (outturn prices)
Effects of 1% cut in

ggfht — S Tumbersy
= Pay Turnover vestment employed
£n £m &n £a
708 18 30-35 6 2500
(30) 9 59 8 1614
(450) 9 . Lo 6 1000
450 13 26 4 1780
(20) 27 65 {45 4314
205 4 19 4 573
831 3 22 5 2400
90(2) 3 10 1 700
133 ot 45 0.4 700

(4)Latest illustrative figures (for major industries) provided by Departments. Where the cash limit
figures differ from those in Table A, this reflects Departments' attempts to forecast turnover

investment and cash flow on the basis of revised assumptions.
represent the best view currently available of turnover and investment.

The resulting figures
The cash limit figures

should not be seen-as revised bids by Departments; nor have they been accepted by the Treasury.

(2)These figures would be lower if the BA 146 were. cancelled.




ANNEX T

; RRMJGHQE]\ITS FOR MONITORING NATIONALISED INDUSTRIES' FINANCIAL RESULTS
e arrangements for monitoring Nationalised ingu
i cash flow against the original budgets are
fost of the industries :

stries' investment
. broadly as follows.
provide monthly statements of their flows

of funds, and quarterly returns of their profits and los

sses.
(Some of the smaller industries provige only quarterly statements

€ statements include an indication how
far the actual outcome differs from the original "budget". . In
prinCiplc’ these statements shoulgd mak

of their funds flows). Thes

e it possible for sponsoring
pepartnents and the Treasury to detect prospective breaches in the
cash 1limit at the earliest moment, and then press the industries in
question to make proposals for appropriate remedial action. It
should be emphasised that, although a procedure of this kind is an
essential discipline for all concerned, it needs to be complemented
by good working relationships at all levels between sponsoring
Departments and their industries.

2. In practice, of course, the position is less satisfactory than
night appear, for a number of reasons:
in -
(1) there are/a number of cases long delays before
the required figures are submitted to Government Departments.
For example, the business of the Post Office is so complex
(particularly because of the need to disentangle posts,
telecommunitcations and Giro) and widely distributed that
the returns do not come in until % months after the end
°f the relevant period; efforts are now under way to
Teduce this time to six weeks. These delays greatly restrict
the scope for effective action to keep within cash limits -
and thigs problem becomes more severe the further into the
financial year the prospective breach emerges;

(i1) in other cases the industries either provide

D0 information about possible deviations from budget,

°F else they simply assume, in completing the retu:f‘ns,
that they will somehow keep within the budget desplte what
is actually happening. As a result Departmex-n:s have ;w
501id vasis on which to judge whether there is a problem

H A ~ CONFIDENTIAL . A . ‘%



path of financial flows and profit/los
1 an honourable exception here). “galiy Anttony number of
industries (notably gas ang electricity on account of the
winter peak in consumption) shows a markeq seasonal variation,
while in all industries the short-term results can be
influenced by cyclical and seasonal variations in economic
activity in the UX and elsewhere. These factors make any
simple extrapolation of monthly figures almost inevitably
nisleading; and even in those cases where cash flow is
normally fairly even, or where the seasonal patterns are
very well identified, random short-term fluctuations may
mgke it impossible to draw conclusions from figures
- relating to a short period of weeks.

s (the steel industry

3 Sponsorlng Departments have been pressmg the mdustrles

to improve the content and timeliness of the financial returns,

#d slov progress is being made. But it may ‘be necessary, particularly
in those cases where the industries are i‘nclﬂnef ﬁi%&m a {
Iequirement to provide this essentlal 1nfo i
Ulwarrantable intrusion by bureau
% make clear to the Chairmen conc
Satisfactory system of f:.nanclal m
Yargain with the Government, if
dlscl‘efiien as poss:.ble in mnnmg ‘

=
=

iy Ling
B pnr't't*,ru_:-r
AFLE congodn.
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T i A,NNEX'II

7 ARRANEGEMENTS FOR MONITORTNA -
- U{J{]iqyﬁlﬁl-‘g GEMENTS FOR MONITORING PAY DEVEILORMENTS TX NATIONALISED
INDU= & "

o gevelopments present special Problems, in that there may

b conflict of objectives. 0p the one hang

y T . . :
(i) the Government's policy is o lea\enationalised
industry managements as much freedom as

: Possible, within
the overall financial frameworlk

set by I'Iinisters, to
settle their own pay and Price decisions; and

(i1) as the Chancellor mage clear to the nationalised
industry Chairmen, when he and sponsor Ministers met

them on 23 July, the Government are not in the "norm"

business.

However, despite these considerations the Government cannot

adopt an attitude of camplete i_ndifference to nationalised industries’
pay, because of the possible damage to the economy in various

ways as a result of excessive pay settlements:

(iii) in some instances it may be impossible for an
industry, having made such a settlement, to keep within
its cash limit, thus putting the Government's overall
financial ang monetary objectives at risk;

(i ein . othsnscasns action to keep within the cash
limit may mean investment cut-backs which reduce the
future competitiveness of the UK economy, or price
increases inconsistent with performance targets;

) even in cases where there is no direct threat f:o . .
the casn linits, the repercussions in other nationalised industries

Tron a particular settlement could cause the Government

Serious concern.

-

More generally, the Government may not be.able to.esGaI.J:r
venent in ye consequences of industrial dlspiftes in m:;'ll
Baligeq industries. ‘It is an inevitable weakness of the

B s . - scnsrmalinl el AN ol )
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governnent's POSYIOR That trade union eaders, particularty
n the essential "utility" industries,kney that the country cannot
do githout the output of their industr.ics
— avoid standing i‘inancially behing
i jnevitably mean that the

» and that the Government
those industries. This
Government will be dragged into

saxing some of the responsibility for whatever action has to

e taken to deal with such disputes. In other industries
(notably those engaged in manufacturing ) closure of those
parts of the operations which cannot support the excessive pay levels
jenanded may be the rj_ght Tesponse, even at some additional

ghort-term cost in terms of redundancy bayments; but this sanction

is not available in the cases of the energy or water utilities,

and the scope for its application is probably rather limited

in the case of the railways.

3 Recent experience with the Post Office provides a clear
illustration of the problems pay developments may imply for the
enforcement of cash limits. The computer billing dispute

neans that telecommunications will inevitably fall substantially
short of meeting the current year's limit, although the shortfall
should in principle be made up next year as the arrears of

receipts are collected. In the case of the postal services,
ovever, it appears that there may be great difficulty in avoiding
& shortfall of £100 million or more during the current year as
dresult of pay settlements far in excess of those contemplated
vhen the limits were set; and here the prospects of recouping the
loss seen markedly less favourable. Further action on the
Sbstance of this issue will, of course, depend on the discussions
the Secretary of State for Industry is having with Sir William
BarloW; but the course ﬂf events so far does call for some more

¥eral guidance from /-l%ésgggsnationalised industry chairmen,

% the Secretary of State's letter to the Chancellor of 13 August
Tecogniseq,

q. e .' . )
o In that letter he suggested that Ministers should ask the
airmen

(1) to keep sponsoring Departments informed of pay

‘} | CONFIDEMM_‘-_ ol .'. ?&-
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settlements after the event, ang ¢, pProvide sufficient
information for sponsoring Departments to ascertain
whether they are taking fully into account the implications

of the settlements for financia] and performance targets
BANES S,

and cash limits;

(i1) to consult sponsoring Departments in advance of
pay negotiations which were likely to lead to breaches
of cash limits or financial targets, and to let
Departments knorwv\-.'hat action they broposed to recover
the situation;

(iii) to provide early warning of possible industrial
disputes; and

(iv) - in the case of loss making industries - to
provide detailed ex post facto justifications of
productivity deals, together with period information
thereafter enabling the actual outcome to be monitored.

A copy of the Secretary of State's letter is attached.

5 The Secretary of State's desire to limit the reguirement
for inrormation/%gis way derives from the Government's policy
of distancing themselves from nationalised industry management
decisions. It is gquestionable, however, whether restricting the
Infornation to be provided in this way would help the Chairmen
Yery much; and it could leave the Government in ignorance
*f developments which had an important effect on other nationalised
;:d:z;rizs 1,:hor substantial implications foriz‘;:ii:;:n::cz;nsult

e end be preferable to ask the i
sponsoring Departments in advance of all major pay negotiations

b
T the following reasons:

(1) it will often be a matter of nice judgeylent.wl;neth:r
°F not a particular pay settlement puts & cash linit a
Tisk, For example a settlement early in the year for a

Small group of employees may have little L

.- : CONFIDENTIAL




on costs, but have unacceptable repercussions on

1ater settlements. MMoreover action %o recover the costs

of any particular settlement coulg vell involve setting
aside the performance targets which

seek to protect the consumer against the abuse of ‘monopoly
poweTrs S

(ii)( where pay settlements seem likely to have repercussions
in other nationalised industries(notwithstanding the
Government's view that such links between groups in
different industries are not Justified),it is important
that information should be available about what is
proposed before any commitments are entered into.

Better communications between nationalised industries
have a part to play, but they cannot be expected to

take responsibility for each other's performance, and

the risks - not least to public finance - are such that
some Government involvement may on occasion be inevitable.

7 . atd ‘ g l
(iii) From the point of view of pubiic sector cash flow 4
and monetary control, a shortfall 111 receipts from o .3 L
profltable 1ndustr1es (eg, as a mm‘lLt &f mﬁi&f&e@gx iy Ao

'PI-’l

The neeq flor the Gm'temment to ‘ég,
"jor pay settlements was endorsed
for Buployment in his Jetter of 30
State fm' Industry. A copy of this !

Lo . Aegauet

aTily e
roalavant *nl'nl"'l! ’,..
rportunity I8

+
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Caxton House Tothill Street Lox\dn;n SWI1E

Telephone Direct Line 01213 _ GI‘OO 3
Switchboard 01-213 3000

Sir Keith Joseph Bt MP
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ja Street
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WMIIONALISED INDUSTRY PAY QUESTIONS

fou sent me a copy of your letter of 13 August

have also seen a copy of Nigel Lawson's reply.

i

['too feel that this problem is not an easy one, and consider it might
te best for it to be discussed at E Committce on 11 September.

lan sure you are right that we shall need to ask the nationalised
industries to consult us in advance if pay ncgotiations are likely to
lead to settlements which breach cash limits or financial targets, and
o to give us clear early warning of possible industrial.disputes:
1 could be that many of the major claims in this sector will fall into
:::'Dr other category. But your proposal that in other cases a
mmnalis‘?d industry should inform us of its pay settlemcr.xts on%_w_/n O
3 ¢f they are reached will give us no roowm for mzjmoeu\./re in secki §
re‘c’zznl{ndesirable repercussions on other nationz.xllscg 1{1dusz;:2iéssarily
; -5¢ the force of the arguments about not 1r.1tcr ering ¢
indusflxj affairs. But the fact is that workers in ma;)' °fctee:§ each.
bthersl"lcs have long been accustomed to l(:_:ej?la vz;‘z'a:mg::. YOur g el
Sst b pay'"egotiations, and to expect similar W\ L 1
P“"icul o lnculcate more reasonable expectlons‘;e SRR B Sl 1 A
 doin a€ thdusitay: eapy aroonsAL I e anI {hink we may handicap
oursclvi © be a long and difficult task, *:" ovide oupaelves with the
ty rms Uhnecessarily if we do not seek to D P reaticn
oy "€ of relevant information - which dnciu e i o
' and the : ment ony posslble reperc
Opportunity to com

-

Lam

Sending copies of thils letter to the recipients of yours.
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“he Rt Holi "S17 GroLriuy~ Howo—G 1y
chancellor of the Exchequer
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NATIONALISED INDUSTRY PAY QUESTICLS

Ve discussed on 17 July (E(70)5th, item 2) our general approach
‘to questions of pay, prices and efficiency in the nationaliscd
industries on the basis of the proposals of the interdepartmental
Committee on Wationnlised Indusiry Policy (E(79)16). You
outlined this approach when we met the nationalised industry
Chairmen on 2% July but we' have not so far explained to them

how we wish to deal with individual pay negotiations.

Although the industrics Chairmen undertoor to develop their

ideas on pay in a paper in September, I do not think that should
preclude our taking an carly opportunity to expluin our position
to them, particularly since 1 August represents the stary of the
new 'pay round!'. Although differcent circumst@ccs exist in
Mifferent industries, it is isportant in wy vicw that carly d
steps arc taken to cnsure at lesst that the approach by Minicters
to industries for which they are responsible is not inconsistent.

But before we can approach the Chairmen, we need to clg;&fy
our oym thinking since it scems to me that there is a asgczhe
bhat we may be facing in btwo contradlctory‘dlregt;gn;dust
e hand our main objective is clear; natlona}}se g andrzo
banagements are to be free to run their own bu.;mcisc i
decide on pay and pricing guestions within the gonfgrie S
(_10\-.'n by their financial targets, cash 11m1t§ a? 3 1\; :hti—gompeti‘cive
m"f"l‘mnw ‘targets (and subject to the cog@.fg s gill) o

s thut pay and prices will be decide

: S Py e nwent.
Rthoug rcference to, or prior approval by, Gover
On g sa.s interest in ¥nowing how

1 the othar hand, we have ¢ legitimate ;gi to be warned of major -
1122 neeotintions are progressing; we n?gon‘o.xny as a whole so
th'-']»;ltcs vhich con inflict havm on the-CeRmil 80 Boge advance
\-»'n;'l-;,-\"'c ¢an propare Go'ﬂii“"-'?-"cy‘r?;ag;é not going to rcmain within
1:he-;"L_§ 1T nationalised :.Lm_mff':mc;;d o TobsnAKARE im_ms_tmesh s
Ve neoeTGels and cash 1imiks; 21 {hat pudblic money is not usc

€ed 5 be particularly carcfu I ; ;

/1;0 inmse. R
i




i neas ay without offs £t :
o increa Op LAY, 15€ tlng lmprovery FRIERO pa s .
fghcsc considerations led ug {o docj_dclo nents in efficiency,

that_those of us who are responsiple foﬁ 1 June (E(79)2nd, item 4)

nationalised industries
velopments in {heip
effects in other areas.

should kcep each other informed of pay de
industrics which might have r'epercugsive

In deciding whether to monitor Pay and how intensi

to reconcile the desire to obtain ini‘ormati;ﬁL\g?i;vgig, rlgege;d
policy of 1‘(,-av1ng; nationalised industries to manage thcgf ow:
affairs. Whatever system we adopt will nced to be congistent
with economy in manpower: _We should avoig re:;umrectinE; ;he
apparatus of pay control within Government established by our
predecessors. R PO ‘

In wy view it would be wrong to ask the nationalised industries
to clear pay offers with us or to give us details of pay offers
before they are made except if they would - but for remeain
‘action which we would expect any industry with such a prospect
to take and explain to us - take them over their cash limits;
this would be incowpatible with our wish that they should manage
their own affairs, would conplicate and delay pay negobiations
(which are already complex enough) and weuld introduce the risk
of the unions thinking that we were operating some form of pay
policy. Besides which the Chairmen would be rightly msentful
of the interference and delays which prior notification would
involve. . On the other hand I think we have every reason to ask
the nationalised industries to furnish us vith details of pay
settlements, productivity deals and productivity trends after
agreements have been reached. We shall need this information
to monitor each industry's snccess in adhering to its targets

and cash limits and to enable us to seek explanations and assurances

if it appears that pay scttlements uway lead to cash limits being
breached or to performance targets not bging met. This last
consideration is particularly important in monopoly industries
to prevent the cust{omer being milked. °T: also t}.xln.k we need to
ask the industries to let us have good warning if a pay dispute
looks 1ike escalating into major industrial action.

Special considerations apply to loss-making industries where
e baxpayers! WOkCZf is };gllbi{; used to meet the pay bill of
Workers who would be redundant in cowparable private secyoia Ba
SWployments. Our cash limits and targets impose conftli'anéh;t
" think we shall need to take additional steps to ensure T
noney earmarked for investment is not diverted into pgg g:r
Or into bogus productivity deals. I am not in ravourindu?{:ries
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