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THIS ¥ —
g(79) 19tb Meeting coPY No 91

The Rt Hon William Whitelaw MP
Secretary of State for the

Home Department

The Rt Hon Sir Keith Joseph MP
Secretary of State for Industry

The Rt Hon Peter

Minister of Agriculture,

CABINET

MINISTERTAL COMMITTEE ON ECONOMIC STRATEGY

MINUTES of a Meeting held at
10 Downing Street on
WEDNESDAY 12 DECEMBER 1979 at 4,00 pm
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The Rt Hon Margaret Thatcher MP
Prime Minister

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
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The Rt Hon John Nott MP
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The Rt Hon Geo
Se

rge Younger MP
C.
"8tary of State for Scotland

The Rt Hon John Biffen MP
Chief Secretary, Treasury

THE FOLLOWING WERE ALSO PRESENT

Secretary of State for the

"The Rt Hon David Howell MP
Secretary of State for Energy

The Rt Hon Nicholas Edwards MP
Secretary of State for Wales

The ) .
Secr}:: Hon Humphrey Atkins MP The Rt Hon Sir Michael Havers QC MP
N‘"‘theuy of State for Attorney General
(Tten 2) Irelang (Ttem3)
The Ho;
lnjgge,, L CBOlas Ri ir Kenneth Berrill
1 s Ridley MP Sir Kenne 1
hre§ter o State, y Central Policy Review Staff

(Tteq “;‘) and Coppe,

nwealth Office

SECRETARIAT

Sir Robert Armstrong

Mr P Le Cheminant

Mr P Mountfield (Items 2-3)
Mr D R Instone (Item 1)
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SRITISH STEEL CORPORATION

ad before them a minute dated 1] December from th
o por Industry to the Prime FIirlisLer,
Sta

me Committee B

of
4 December fr

e Secretar_v
" together with a minute dated

of State for Wales to the Prime Minister and
it correspondence, about the plant closure plans and pay ne

om the Secretary

gotiating
ition of the British Steel Corporation (BSC).
poSl

{iE SECRETARY OF STATE FOR INDUSTRY said the BSC Board had issued a statement

the previous day confirming their intention to reduce plant capacity by about
5 million tonnes in 1980/81.  This would be achieved by closing the Consett
vorks in Durham and a small plant at Hallside in Scotland, and by reducing
operations at Scunthorpe. In addition they proposed to begin consultations
vith unions at Port Talbot and Llanwern in South Wales on ways of achieving
a capacity reduction in South Wales of some 21 million tonnes, and reducing
costs through demanning. The aim was to achieve manpower reductions of

about 50,000, including the 12,000 already due to become redundant at Shotton
and Corby.  BSC were also taking a tough line in their pay negotiations,
offering a 2 per cent increase (which represented the narrowing of commit:ments
from earlier pay negotiations) together with the opportunity for further
Increases through local productivity schemes. In his view there was no case
for Government intervention to slow down the rate of closures or to increase
BC's cash limit. To do so would undermine the discipline of the cash limit;
Yould be against the Government's stated aims of avoiding unnecessary
interference in nationalised industry management; and would be likely to

N 3
Ut in surplus steel production relative to demand.

iy SECRETARY OF STATE FOR WALES said that he did not challenge BSC's
Propogeq élosur

" demang,
achie“ng' the
When account
their pl&ns

it
eff“ﬁount W

sots, there : ; N 00 jobs in the area.
Coy) %as an implied reduction of 36,000 j

wel ions.
i Strong and combined reaction from the steel and coal un

es on the grounds that they were taking too pessimistic a view
But there was some reason to doubt the practicability of BSC's
ir proposed closures within the short timescale they intended.
¥as taken of BSC's proposals for demanning as well as closures,
Implied a job loss of 16,000 in steelmaking in South Weles;

1
s also taken of the expected job losses in coal and 'knock-on
There
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{f the reasons for closures should make it clear s
£ the

SC's resentation 0 ‘
i - 11 in the market rather

than Government cash 1ims
% lmitg,
11@,

i son was the fa n o
3 nt would be blamed unfairly. BSC's propo

asures to offse

G sals imms
otherwise the Governme mpl g

t the :
that substantial Gover res“ltmg

nment expenditure on me

in unemployment would be needed. There seemed no possibility w
increase Lk :
et within his Department 's existing allocation,

this expenditure being m
articularly in 1980/81 when the Welsh Development Agency's budget was
part= . : .

lready fully committed.  When BSC's intentions were known with greater
a v

isi v i ise the issue again.
precision, he would wish to ral

The following points were made in discussion -

a It would be wrong to intervene to prevent. the implementation

It was partly because of excessive inter-

of the BSC's proposals.
vention by previous Governments that over—capacity was now as large

as it was.

b.  The only. alternative to backing the BSC management was to replace
it; yet there was no obvious alternative management in sight, and

even if there was, it would still have to face the same fundamental

problems.
8 ithin
c. BSC might have some flexibility in the phasing of closures wit

i tial
their cash limit, since the cash limit itself contained a substal

. osurei
provision for closure costs, and these costs would be saved if cl

were delayed.

ti11 20t
d. - It was a matter of some concern that the management had § :
se

reached any very precise view about how to implement the prop°

i ts on
capacity reductions, particularly in South Wales. The effec ould
t W
unemployment of the proposals would be very severe. Gopge” sible
evel'}"hing v

be particularly hard hit.

was done by way of remedial measures, including see

It was important that
king anssis"'axlce

from the Buropean Communities.

‘ -
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BSC might be able to improve their finane; 1
cia

e

, . ! e Position thro
sreater disposals of existing operations: ugh
& t? |

if this resulted in

s aining more eifici _
planL obt 4 2 € lclent Management, the #
3 here could be economic

IThere might be merit in encouraging BSC to pr d
oceed with

penefits.
promising proposals, such as disposal of the Lanarkshiy teel
i € steel w
on the other hand it would be wrong for the Government to int e
0 1ntervene to

encourage disposals against BSC's comupreiad T
Judgement, particula
rly

when these might result in further under-utilisation of BSC!

. . 3 SC's capacity

elsevhere, or might be feasible only at the cost of a substanti f L4
i stantia

Government subsidy to the potential buyers

f, BSC could run into a great deal of union opposition over both

pay and closures. BSC's proposal for local Productivity schemes was
likely to be particularly strongly opposed by the Iron and Steel

Trades Confederation who were strongly in favour of national bargaining.
BSC might eventually have to agree to a higher level of pay increases,
not wholly or securely based on higher productivity, in order to win

union acquiescence to the closures.

g The effects of strike action on the national economy should not
be underestimated particularly if unions in the coal, rail and ports
industries took sympathetic action. It was important that any

n :
€cessary contingency arrangements should be made in good time.

fmfzmcff:l‘m’ S@ing up the discussion, said that the balance of the
B0 it Own against Government intervention to prevent or slt')w.down
A cloge o, Proposals, or any adjustment to BSC's existing cash limit.
“‘-‘cess“y con:hould be kept on progress in BSC's pay negotiations and any
Strike action T aI‘I‘a.ngelment_ss should be made to cover the effed.:s of
"ri0u31y- (': (.)pp"l‘tunities for disposal of assets should be examined
Onsideration should be given to possible remedial measures to

deg) .
e s
2 dug e ~ consequences of closure; and Ministers would need to consider

ur s
Tet o arrangements for their financing insofar as this could not be

W exjqy
10g provisions.
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The Committee =

should not intervene to
overnment s A WengL
1., Agreed t]fat t‘henGEritiSh Steel Corporation's closure Proposals,
or slow dow
prevent
v of State for Industry to arrange for
; ts of strike action in the steel

for any necessary contingency Planning

2, Invited the Secretar
officials to examine the effec

industry and make arrangements

State for Industry to ensure that

» 3 tary of : g
Fe Invited the Secretar) seriously examined.

opportunities for disposals of assets were
Industry, in consultation
i Secretary of State for y, ir
[‘:th };l'i:l;:(clr?:iean' of State for Wales and other Ministers as
wi Y : -
appropriate, to consider remedial measures
of closures.
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to deal with the consequences
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2

3 coumi ttee coAH:‘i'if‘-I‘ed a memorandum by the Chancellor of the Exchequer
(E(T9) 77) covering two fePO"ls from an Interdepartmental Group of Officials
jealing with fiscal action to encourage enterprise and the growth of the
gall 1iTmS sector; and mt‘moriﬂlfium by the Secreta
) 83) and by the CPRS (E(79) 82)

the small fi

Ty of State for Industry

arguing for differing approaches to
rms problem.

1 CBANCELLOR OF THE EXCHEQUER said that his Paper considered a number of

s which had been put forward, either in the context of the

istrategy Exercise' or separately, for the encouragement of enterprise

generally and the small firms sector in particular,

proposal

It was important to place
these proposals in context. The changes already made in income tax, and
those he hoped to make in capital taxation, would significantly increase the
incentives to investment, both by firms and by individuals. There was however
alimit to what could be afforded in the next budget. In his memorandum he
proposed a package of five small measures specifically to help the small
fims, at a total cost of £55 million, noting that the CPRS thought

that one of these (a decrease in the rate of Corporation Tax for small firms)
vould not be cost-effective.

belp small companiess:

He had also considered two bigger schemes to
the so called 'losses scheme' which he recommended
should be further studied, and which was supported by the CPRS; and the equity
lvestment, or 'start-up' scheme, which would be expensive and potentially

%P0 to abuse; despite the support of the Secretary of State for Industry,

e did not think this scheme should be pursued. He intended to call for
furthey study of a scheme to fill the 'equity gap' by creating a Small Firms

Iny g
"*Sment Company, and of the possibility of relieving small fims from VAT
0 bad depy
S,

mcl'lding act
for Industry;

The reports also considered a number of other proposals,
ax-holiday for new businesses, proposed by the Secretary of State
an investment rebates scheme, and a scheme involving the transfer

of
ny,
Seq SH allowances from companies to individuals, recommended by the

Sh,

Tet,
lxlrlary °f State for the Environment. He did not recommend that any of these
b Pursued further,
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i iscussion -
The following points were made in disc

he package of the four or five small measures mi ght, e
& D

iti - exciting and could be expe
was Dot pollncall) i ' oo Pected t, hay,
A scheme limited

a, While t
useful, it
only a marg
was not very attractive.
a single, positive and more ambitious scheme which

inal effect on enterprise.

U0 reljef on 1,
It would be preferable to use Sy

any money thah
be available for

could be expected to have more impact.
scheme designed to encourage start-ups.

There was much to he
said for the s Schene

generated even a small increment in national output, it could yej

repay the potential loss of tax revenue. It should be limiteq in tine,

so that there was an incentive not to delay decisions to take adVautage

of it. Similar provisions in the United States had undoubtedly encourag

the growth of investment in small companies, particularly by senior employ

It was important not to be too obsessed with the potential scope for evasiy)

b.

to new job-creation. The two proposals put forward by the Secretary

of State for the Environment, for an investment rebate and for transferaiil

of investment allowances, were designed with this in mind, But there

were serious practical and presentational objections to both schemes.

c. The proposal for a new investment institution to bridge the
'equity gap' should be studied further,

: m
d. The idea of a tax holiday was attractive, particularly in Northe

a
Ireland where competition from the Republic (where there was such

. e
scheme) had to be faced. But there were objections to this cours g

i i : : ter
While it might be necessary to revise it later, it would be s use
e

. i th
alternative ways of attracting new industry, for example i
of funds from the European Communities.
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Any money available should be concentrated on measures which would L
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NISTER, summing up the discygg;
pRME MI Ssion, ga

id that .
ve the Chancellor a broad indicajop of it the Committee could

c gi "
owly & . Sk X S Views, ang le )
e best judgement in the light of avajlap), Tesources peg ave him to make
; ) : . :
wigete THE Committee did not want ¢, rule out tp T the time of ¢he
s e packa <
businesses, but then it cons ge of smal] measures

t0 help a

rces, there was > i o Vi
o y S s much to be said for la
J ger and more attractive

Despite the difficul ties, the Committee P

scheme than jn the
fhey 8150 considered that the proposal for new institug

schemese T :
. ra i
e equity investment or 'start—up' ction in

So-called 'losses! scheme,

g ions to bridge the equj
They were attracted to th .

bate scheme and for transfer of investment allovarices
’

up should be further studied.
é € Proposal for anp investment

but recognised the

rery serious operational and presentationa] difficulties

The Committee —
A
Invited the Chancellor of the Exchequer to take -

in discussion in drawing up his Budget BroBEai count of the points made
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BNOC: FUTURE STRUCTURE AND PRIVATE SECTOR PARTICIPATION

gmmittee, considered a memorandum (E(79)'80) pr e S

e : : ecretary of State
L dealing with problems rajseq in earljer discussion about the

for i e BE oy

ntroduction of private capital into the British Natiopa) 0il Corporation

1

(BNOC)

1E SECRETARY OF STATE FOR ENERGY said that the Govermment ha

introduce private share capital into BNOC
1

d decided to

» and he was Publicly committed to
this course. In previous discussion the Committee had f:iﬁ’ééﬁfg maintaining

100 per cent Govermment control over BNOC's trading operations, but separating the
lyp-stream' operating functions, and selling some of the shares in an operating
sbsidiary. He had also suggested that the Government should keep open the
possibility of giving away some of these shares to the public and thus preventing
the re-nationalisation of BNOC in due course. No decision was needed at

this stage about the pPrecise extent or speed of introduction of private

‘@pital, But decisions were needed quickly on the future structure of the
lorporation, so: that legislation could be prepared and introduced early in

te New Year, The Committee had also been concerned about the possibility

of legal challenge, under the European Treaties, to the Government's continued
“trol over the disposal of BNOC 0il, but it now appeared that this risk

“ 10 greater under his proposals than under the present arrangements,

The £, i
Uowing Points were made in discussion ~

&  Any pey trading company, formed from BNOC, should remain wholly in
Govemment OWnership, in order to retain control of as much UK oil as
Posg

ible jp Government hands. A new BNOC (trading) would have available

0i] surrendered in lien of royalties, and oil secured under participation
ag!‘eements.

It woulg be for consideration whether the whole of the equity 011- ted
woulq belong to to a new operating subsidiary should also be dedicate

’ i independence,
a © tading company, This would detract from the commercial indep
st

"hich

ements
9ek Darket, value, of the new subsidiary. Because ?uch arrang
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rather than by formal sale-back array
gen

would be covered by options, N
they might be somewhat less open to challenge under Community 1, 3 :
vl : i VO i 3 ) W}
the process of separating the compenies would inevitably dray i "

ss s :

the Government's intention of retaining control over the ojj,
to e bo =

mpany , at arms length from its "Perating

Ce A separate trading coO

partner, would be relativel The profits of the operating

y weak.

subsidiary would not be available to cushion any trading losses, apg the

d be lost. Against this, it wags argueq

advantages of consultation woul
that such cross—subsidisation was wrong in principle, and that the
object would be to carry out all trading operations at a profit,

Tt was also argued that the operating subsidiary, once strengthened yity
the addition of private capital, would be able to explore and develop

0il reserves elsewhere than in the United Kingdom continental shelf, ang thy

acquire other sources of oil which it would not be required to dedicate

to the trading subsidiary.

THE PRIME MINISTER, summing up the discussion, said that the information
available to the Committee did not emable it to judge the impact on the
Public Sector Borrowing Requirement (PSBR) of the various alternatives
proposed. The essential choice was between early benefits to the PSBR,
from the disposal of shares in the operating company and lessened, or shed
responsibility for financing BNOC's investments, and the loss of continuing
inflows of funds to the Exchequer. But the scale of the potential gains and
losses was not clear, and the assumptions used about the effect on the
PSBR were open to challenge. Although the Committee were still disposed %
favour the divisions of BNOC into separate operating and trading companiess

3 3 jat
they did not wish to reach final decisions onthis or on the most approprit
thout full

scale of timing of introduction of private capital into BNOC wi xS
Ps .

information about the effects of the various available courses on e
0fficials should clarify these issues urgently before final decisions weE

taken,

9
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The Committee =

Took note with approval of the Pritie

Mini
scussion. Minister!

L. : e .

M S summing up of

. Tovited the Chancellor of the Exche'

- 3

gn the‘DGP?””wI?ts ’:OH(‘-‘ITIJF‘d and from 2h:rClt’§Sa‘Ix‘range s el
the imphca‘tlonf-tor thp .PEI?R of the various op’t,iorgently'to ki)
private capital into BNOC, including delaying suchnT - e
periOd. introduction for a
3 Mted that the Prime Minister would arr
directly concerned to meet again, if possibl
consider the results of this further work

ange for the Ministers
e before Christmas, to

Oghs
abmet 02$5 ¢ g

1
Decembe r 1979
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