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Treasury C h a m b e r s , Par l iament Street , S W 1 P S A G 
O t - 2 3 3 3 0 0 0 

9th October, 1979 


In your l e t t e r of 4th October you s a i d t h a t the 

Prime M i n i s t e r would l i k e to have a summary note s e t t i n g 

out the a d d i t i o n a l demands f o r f i n a n c e coming forward from 

n a t i o n a l i s e d i n d u s t r i e s , R o l l s Royce and B r i t i s h L e y l a n d . 

I e n c l o s e a note about t h e s e . I t draws a t t e n t i o n to 

the d i r e c t e f f e c t s o f the exchange r a t e on some of the 

i n d i v i d u a l i n d u s t r i e s ' f i n a n c e s , but does not attempt 

to assess the s a v i n g s i n p u b l i c e x p e n d i t u r e a t t r i b u t a b l e 

to the e f f e c t of a s t r o n g pound on p r i c e s and hence 

i n due course on pay. 


fit 

M. A. HALL 


T. L a n k e s t e r , Esq., 
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NANCE FOR NATIONALISED INDUSTRIES, ROLLS ROYCE & BRIT ISH LEYLAND 

S i z e Sr N a t u r e o f the P r o b l e m 

1. The p r o b l e m i  s t h a t t h e s e b o d i e s want more f i n a n c e t h a n e n v i s a g e d i  n 

T r e a s u r y M i n i s t e r s ' p u b l i c e x p e n d i t u r e p r o p o s a l s i n C(79)35 & 37- The a c t u a l 

and p o t e n t i a l a d d i t i o n a l b i d s now f o r e s e e n by t h e n a t i o n a l i s e d i n d u s t r i e s , 

R o l l s Royce and BL c o u l d t o g e t h e r add up t o about £350 m i l l i o n i n 198O/81, 
£850 m i l l i o n i n 1981/82 and £250 m i l l i o n i n 1982/83. T a b l e 1 shows how t h e s e 

t o t a l s a r e made u p . T a b l e 2 g i v e s d e t a i l s on t h e n a t i o n a l i s e d i n d u s t r y component 

(see b o t t o m l i n e ) . I t shows t h e l a r g e r e d u c t i o n s p r o p o s e d by T r e a s u r y M i n i s t e r s , 

t r a n s f o r m i n g t h e n a t i o n a l i s e d i n d u s t r i e s a s a who l e f rom n e t consumers i n t o n e t 

p r o v i d e r s o f c a s h . N o t e s on i n d i v i d u a l i n d u s t r i e s a r e a n n e x e d . 

2. The a d d i t i o n a l b i d s a r e l a r g e b u t need t o be s e t a g a i n s t t h e s i z e o f 

t h e s e enormous b u s i n e s s e s , w h i c h t o g e t h e r i n v e s t o v e r £k b i l l i o n a y e a r and have 

a t u r n o v e r o f the o r d e r o f £40 b i l l i o n . The f i n a n c i n g f i g u r e s , w h i c h e n t e r i n t o 

p u b l i c e x p e n d i t u r e and c a s h l i m i t s , a r e t h e d i f f e r e n c e be tween much l a r g e r f l o w s 

o f r e v enue and e x p e n d i t u r e and a r e i n h e r e n t l y u n s t a b l e . They a r e h e a v i l y 

i n f l u e n c e d by f a c t o r s o t h e r t h a n d e c i s i o n s by t h e i r managements o r t h e Gove rnmen t , 

s u c h a s m a c r o - e c o n o m i c changes ( n o t a b l y t h e exchange r a t e , g r o w t h and i n f l a t i o n ) , 

s t r i k e s e t c and even the w e a t h e r . T h i s i n s t a b i l i t y a f f e c t s the p r o f i t a b l e 

i n d u s t r i e s , l i k e the P o s t O f f i c e , e l e c t r i c i t y and g a s , a s w e l l a s t h o s e w i t h 

c h r o n i c p r o b l e m s l i k e c o a l , r a i l ( and b u s e s ) , s t e e l , s h i p b u i l d i n g and B L . 

3. The f i g u r e s p r o p o s e d by T r e a s u r y M i n i s t e r s a r e a t r i s k i n two w a y s . F i r s t 

t h e o u t l o o k f o r t h e pound , UK c o m p e t i t i v e n e s s , i n f l a t i o n and g r o w t h , t e n d s t o 

r e d u c e t h e i n d u s t r i e s ' o u t p u t and p r o f i t s o r i n c r e a s e t h e i r l o s s e s . S e c o n d l y 

t h e p o l i c y o f u s i n g a squeeze on e x t e r n a l f i n a n c e t o promote r a p i d changes i n 

e f f i c i e n c y o r t o e x e r t p r e s s u r e on pay b a r g a i n i n g i s bound t o i n c r e a s e t h e r i s k 

o f e x c e s s e s b e c a u s e i t does no t p r o v i d e f o r c o n t i n g e n c i e s . The f i g u r e s shown 

i n T a b l e 1 do n o t a l l o w f o r t h e i m p a c t o f changes i  n t h e economic c l i m a t e n e x t 

y e a r . B u t i t w i l l c l e a r l y be e x t r e m e l y d i f f i c u l t - and may n o t be p o s s i b l e - t o 

make t h e J u l y d e c i s i o n s on n a t i o n a l i s e d i n d u s t r i e s ' f i n a n c i n g s t i c k d u r i n g t h e 

c u r r e n t d i s c u s s i o n s about c a s h l i m i t s f o r 1980/81. M i n i s t e r s w i l l i n t h e end 

have t o s t r i k e a d i f f i c u l t b a l a n c e be tween r e a l i s m and s t r i n g e n c y . 

The Scope f o r P o l i c y D e c i s i o n s 

U. The Government can d e a l w i t h some o f t h e s e t h r e a t s by p o l i c y d e c i s i o n s on 

s p e c i f i c i n d u s t r i e s . These o f t e n i n v o l v e c l o s u r e s o r d e - m a n n i n g ( s t e e l , s h i p 

b u i l d i n g , c o a l , r a i l ) o r r a i s i n g p r i c e s ( gas and e l e c t r i c i t y ) . The f o r m e r have 

t o be n e g o t i a t e d , o f t e n a t some c o s t i  n r e d u n d a n c y p a y m e n t s , and t h e l a t t e r a r e 

p o l i t i c a l l y d i f f i c u l t , b u t b o t h make i n d u s t r i a l and e c o n o m i c s e n s e . I n c a s e s 

where d e - m a n n i n g canno t be a c h i e v e d r a p i d l y , a f i n a n c i a l squeeze may i n p r a c t i c e 
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b i t e on i n v e s t m e n t ; i n v e s t m e n t c u t e may i n c r e a s e c u r r e n t c o s t s o r r i s k s h o r t a g e s . 

I t i s , howeve r , d i f f i c u l t t o a v o i d t h i s i f f i n a n c i n g l i m i t s a r e t o be f i r m l y 

e n f o r c e d and p u b l i c e x p e n d i t u r e r e l i a b l y c u r t a i l e d . 

5. So f a r a s n a t i o n a l i s e d i n d u s t r i e s a r e c o n c e r n e d , p o l i c y d e c i s i o n s coming 

t o E Commit t ee on 17 O c t o b e r on ga6 and c o a l c o u l d e l i m i n a t e much o f t h e e x c e s s 

o n e n e r g y . Mos t o f t h e r e m a i n d e r depends on t h e outcome o f t h e S e c r e t a r y o f 

S t a t e f o r I n d u s t r y ' s d i s c u s s i o n s w i t h t h e P o s t O f f i c e . 

6. I t may p r o v e p o s s i b l e t o r e d u c e t h e R o l l s Royce b i d e i t h e r by r e v i s i n g 

t h e e s t i m a t e s o r by p o l i c y d e c i s i o n s s c a l i n g down t h e b u s i n e s s . On BL some 

i n c r e a s e d p r o v i s i o n may w e l l be u n a v o i d a b l e d e s p i t e s u b s t a n t i a l r e t r e n c h m e n t . 

C o n c l u s i o n 

7 . I f more f i n a n c e h a s t o be p r o v i d e d f o r t h e s e b o d i e s w i t h o u t i n c r e a s i n g 

a g g r e g a t e p u b l i c e x p e n d i t u r e , i t w i l l have t o be f ound f rom t h e c o n t i n g e n c y 

r e s e r v e s p r o p o s e d by T r e a s u r y M i n i s t e r s (£750 m i l l i o n i n 19&0/81, £1,500 m i l 

l i o n i n 1981/82, £2,000 m i l l i o n i n 1982/83, and £2,500 m i l l i o n i n 1983/84). 
The p o s s i b l e r e q u i r e m e n t s m e n t i o n e d i n t h i s n o t e wou ld t a k e a s u b s t a n t i a l 

p r o p o r t i o n o f t h e s e r e s e r v e s , e s p e c i a l l y i n 19&0/81 and 1981/82, and l e a v e v e r y 

l i t t l e i n h a n d . The r e i s , howeve r , scope f o r r e d u c i n g t h e b i d s by p o l i c y 

d e c i s i o n s , some o f which w i l l r e a c h M i n i s t e r s t h i s m o n t h . 
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TABLE 1 


c t u a l o r P o t e n t i a l Demands f o r F u n d i n g i n e x c e s s o f T r e a s u r y M i n i s t e r s ' P r o p o s a l s • i n 0(79) 35 and 0(79)37 

£ m i l l i o n ( a t 1979 S u r v e y p r i c e s ) 

1980/81 1981/82 1982/83 1983/84 

N a t i o n a l i s e d i n d u s t r i e s * 100 500 100 0 
BL 
 50 150 


R o l l s Royce 200 200 150 
 50 

X 350 850 250 50 

see b o t t o m l i n e o f T a b l e 2 

TABLE 2 


N a t i o n a l i s e d I n d u s t r y B o r r o w i n g ( i n c l u d i n g C o a l b i d s f o r more g r a n t s ) 


£ m i l l i o n ( a t 1979 S u r v e y p r i c e s ) 

1981/82 . 1982/83 1983/84 

Cmnd 7'*39 700 700 700 

p l u s : a d d i t i o n a l b i d s i n J u l y +350 • +450 •+450 

TOTAL b i d 1050 1150 1150 
l e s s C S T ' s o p t i o n c u t s -1100 -1400 -1700 

T r e a s u r y M i n i s t e r s ' p r o p o s a l i n C(79)37 -50 -250 -550 
f 


E x c e s s c u r r e n t l y f o r e 


s e e n o y e r C (79)37: P o s t O f f i c e 280 180 
 195 

E n e r g y i n d u s t r i e s 240 140 85 

TOTAL e x c e s s on t h e s e i n d u s t r i e s 520 320 28O 

Net e f f e c t o f above e x c e s s on t o t a l n a t i o n a l i s e d 
i n d u s t r y f i n a n c i n g a f t e r d e d u c t i n g s h o r t f a l l +500 4-100 0 
( a s i n l i n e 1 o f T u b l e 1 ) . 

l
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NOTES ON INDIVIDUAL INDUSTRIES 

1. Nationalised I n d u s t r i e s 

S t e e l . The r e i s no d i s a g r e e m e n t a t p r e s e n t a b o u t t h e f i g u r e s . E x t e r n a l f i n a n c i n g 

i s b e i n g r e d u c e d r a p i d l y f rom £700 m i l l i o n i n 1979/80 t o £1+50 m i l l i o n i n 1980/81 
and z e r o i n 1982/83. T h i s i s b a s e d on a f i n a n c i a l t a r g e t o f g e t t i n g i n t o t h e b l a c k 

i n 198O/81, compared w i t h a l o s s o f £330 m i l l i o n i n 1978/79- The c o s t / p r i c e squeeze 

makes a p r o f i t i n 1980/81 u n l i k e l y a n d , g i v e n heavy r e d u n d a n c y c o s t s i f c l o s u r e s 

a r e a c h i e v e d , t h e c a s h l i m i t w i l  l mean a r e d u c t i o n i  n i n v e s t m e n t . 

R a i l . There i s no d i s a g r e e m e n t on f i g u r e s ( a s u b s i d y o f abou t £-J b i l l i o n and t o t a l 

f i n a n c e o f abou t £600 m i l l i o n ) . Bu t u n l e s s manpower can be r e d u c e d , r e a l u n i t 

l a b o u r c o s t s may r i s e and p r o l o n g e d l i m i t a t i o n o f i n v e s t m e n t means t h a t t h e r a i l w a y 

and s i g n a l l i n g n e t w o r k i s b e i n g r u n down, a l t h o u g h some o f t h e p a s s e n g e r r o l l i n g 

s t o c k i s b e i n g m o d e r n i s e d . The economic o u t l o o k s u g g e s t s t h a t k e e p i n g w i t h i n 

p r e s e n t f i g u r e s w o u l d r e q u i r e c u t s i n s e r v i c e s o r f u r t h e r i n c r e a s e s i n f a r e s . 

C o a l . The i n d u s t r y w i l l make a l o s s ( b e f o r e g r a n t s ) o f £250 m i l l i o n t h i s y e a r 

d e s p i t e two p r i c e i n c r e a s e s and b u o y a n t demand. A j o i n t p a p e r by the S e c r e t a r y o f 

S t a t e and t h e C h i e f S e c r e t a r y i s t o be t a k e n by E Commi t t ee on 17 O c t o b e r . T h i s 

s h o u l d r e s o l v e a d i s a g r e e m e n t w o r t h £250 m i l l i o n o v e r t h e n e x t k y e a r s . 

G a s . S a v i n g s f rom p r o p e r p r i c i n g were t h e l a r g e s t e l emen t i n t h e p r o p o s e d c u t s . 

The c a s e f o r t h i s h a s been s t r e n g t h e n e d by t h e s u r g e o f demand c a u s e d by t h e 

p r i c e and s h o r t a g e o f o i l and by t h e e x t r a i n v e s t m e n t t h e i n d u s t r y i s now p r o p o s i n g . 

E Commit t ee w i l l d i s c u s s t h e S e c r e t a r y o f S t a t e ' s p r o p o s a l s on 17 O c t o b e r . 

E l e c t r i c i t y . B o a r d s a r e h a v i n g d i f f i c u l t y i n f i n a n c i n g t h e i r i n v e s t m e n t w i t h o u t 

e x c e e d i n g T r e a s u r y M i n i s t e r s ' p r o p o s a l s . The p r o b l e m w i l l be r e d u c e d b u t may n o t 

be e l i m i n a t e d by a move t o e c o n o m i c p r i c i n g , w h i c h w o u l d be e a s e d i f t h e S e c r e t a r y 

o f S t a t e ' s p r o p o s a l s f o r gas a r e a c c e p t e d . F o r b o t h i n d u s t r i e s o u r d e c i s i o n s s h o u l d 

s h o r t l y l e a d t o med ium- te rm f i n a n c i a l t a r g e t s w h i c h have no t been s e t f o r a l m o s t 

a decade . 

P o s t O f f i c e .  y e a r ' s c a s h l i m i t i s bound t o be b r o k e n , t h o u g h some o f f s e t t i n g T h i s

a c t i o n i s b e i n g t a k e n ( see t h e S e c r e t a r y o f S t a t e f o r I n d u s t r y ' s l e t t e r t o t h e 

C h a n c e l l o r o f 2'. S e p t e m b e r ) . The r e a s o n s a r e t h e b i l l i n g s t r i k e on the t e l e c o m m u n i 

c a t i o n s s i d e and t h e s i z e o f t h e pay award on th e p o s t a l s i d e . The f i r s t i s a n 

i n e v i t a b l e h a z a r d : we do n o t want c a s h l i m i t s t o i n h i b i t r e s i s t a n c e t o u n r e a s o n a b l e 
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pay demands. The second i s something that we should not allow to happen again. 


The excess i n the l a t e r years stems p a r t l y from higher investment and p a r t l y from 


lower profitG than had been expected. The Secretary of State f o r Industry has 

undertaken to minimise t h i s excess so f a r as possible, p a r t i c u l a r l y i n 1981/82. 


2. B r i t i s h Lcyland 


The strength of s t e r l i n g represents a major element i n BL's current problems. 
About of BL's revenue comes from exports. At an exchange rate of, say, #2.15 
BL have estimated a decline of 8% i n competitiveness as compared v/ith the l a s t 

from exports 


Corporate Plan, g i v i n g reduced p r o f i t s / o f £o0 m i l l i o n a year. Loss of home sales, 


because imported cars are r e l a t i v e l y cheaper, i s on top of that. The Department 


of Industry have reported separately on the current discussions with the unions 

on S i r Michael Edwardes1 retrenchment proposals. The new Corporate Plan i s due 


to be formally put to the Government next month. Even with the further closures 


proposed, i t seems l i k e l y that HMG w i l l be asked to f i n d something of the order of 

£200 m i l l i o n , on top o f _ e x i s t i n g p r o v i s i o n , over the next two years. 


J . R o l l s Royce 


Recent increases i n the expected volume of sales of b i g engines f o r c i v i l a i r c r a f t , 


the strengthening of the pound against the d o l l a r , and an increase i n the difference 

between UK and US rates of i n f l a t i o n , have increased R o l l s Royce forecast cash 


requirements over the period to 1983- The Company estimate that t h e i r external 


financing needs have r i s e n from the £350 m i l l i o n which the previous Government, 


e a r l i e r t h i s year, agreed to f i n d , to about £1 b i l l i o n . Of the extra £650 m i l 


l i o n , about £200 m i l l i o n might be needed i n each of 198O and 1981, and the balance 

over the next 2 or 3 years. These f i g u r e s are uncertain: they may, and i n the 


NEB's view do, over-state the requirements, and some scaling-down of R o l l s Royce 


business nay be p o s s i b l e . There  i s of course no commitment as yet to provide more 


than the o r i g i n a l £350 m i l l i o n . 
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