§ THE PROPERTY OF HER B
5 WO I RITANNIC MAJESTY !

th Meeting ER
E(SO) 38 COPY N0 J 0

CABINET

MINISTERIAL COMMITTEE ON ECONOMIC STRATEGY

MINUTES of a Meeting held at
10 Downing Street on
WEDNESDAY 22 OCTOBER 1980 at 3.00
<00 pm

PRESENT

The Rt Hon Margaret Thatcher MP
Prime Minister

The Rt Hon William Whitelaw MP The Rt ’
secretary of State for the Cha.ncellllz: i;rtgeogre)’ Howe QC MP
Home Department e Exchequer

The Rt Hon Sir Keith Joseph MP Th
e Rt Hon Lord
Secretary of State for Industry Lord Presidenz o?o:ﬁzsCouncil

The Rt Hon James Prior MP
The Rt Hon Peter Walker MP
Secretary of State for Employment Minister of Agriculture,
Fisheries and Food

Th A
e Rt Hon Michael Heseltine MP The Rt Hon John Nott MP

Secreta;
&Iviron;zn:f i Secretary of State for Trade

The Rt Ho,

B 70 Eovell P The Rt Hon John Biffen MP

Ty of State for Energy Chief Secretary, Treasury

THE FOLLOWING WERE. ALSO PRESENT

The Rt

Ho .

Seretary o L0cis Pym MP The Rt Hon Sir lan Gilmour MP
(Tten 1) State for Defence Lord Privy Seal

n Nichola Atkins MP
s Edwards MP e mﬂ{gz:yfor Northern Ireland

S Bo
a
(Iteq 2!)’y °f State for Wales Secretary of §

T p
t Hon
lh“lter Norman Fowler MP Mr Alexander Fletcher MP tary of State,

Tansport, Parliamentary Under-Secre

Scottish Office

(Item 2) of p

Mr J R Ibbs "
Central Policy Review Staf

SECRETARIAT
Sir Robert Armstrong
Mr P Le Cheminant
Mr D J L Moore

[CONFIDENTIAL |

1




[CONFIDENTIAL |

CONTENTS

Ttem No Subject
e

1 BRITISH SHIPBUILDERS: STRATEGY AND FINANCE

2 NATIONALISED INDUSTRIES: FINANCING

CONFIDENTIAL |

EONFIDENTE

CONFIDENTIAL

BUILDERS: STRATEGY AND FINANCE

erence: E(80) 34th Meeting, Item "

previous Ref

i) COMMITTEE considered a memorandum by the Secretary of State for Indust
e . o

( (80)112) on British Shipbuilders' (BS) strategy and finances i

E .

1 SECRETARY OF STATE FOR INDUSTRY said that the Prospects for BS remained
TR uncertain. FEmployment in merchant yards had fallen from 38,600

0
ioJuly 1977 to 17,000 by the end of this year, and BS were now planning
further contraction. Their strategy was to make no further applications
for Intervention Fund assistance in support of merchant ship orders for
(amell Laird, Scott Lithgow and Smith's Dock. The future of Cammell Laird
and Scott Lithgow would depend on orders for naval ships and for the offshore
0il industry. There was no possibility of private sector involvement at present
in the construction of semi-submersibles because United Kingdom private sector
companies had neither the experience nor the technology. To break into
this market BS would have to succeed against fierce international competition
ad to show that the business would be profitable to them. In general they
should not take initial orders at less than break-even; if it became
lecessary exceptionally to consider proposals for taking an initial order
"2 loss if it would otherwise go abroad, he would bring them to the
%ib-Comi ttee on Economic Affairs (E(EA)) for decision BS might vant to
e i Bk il e 02 8
hovever t“h Eia e (B - C) X 111;‘913' 5 o;fg.sﬁi in which
&b th; © persuade B and C to accept later delivery of thi P

order could g0 to Swan Hunter and Smith's Dock would close.

e‘::’“‘ed to withdraw from ship repair activities by sale to the private
= {nsotar and closures. Longer
] deciaions n civatisation,
lan in spring 1981.

8g
as existing legislation permitted,
n BS's strategy, and on the prospects for p:
e deferred until they produced a new corporate P

Vo

di!cu,
s
ion the following points were made -

. cations for BS

exercise had
In the

The naye; Programme was under review but the impli
"% Be seen until the current public expenditure :
*™leted ang decisions taken on the Defence Budget-

!
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meantime the outlook for further naval orders for BS looked e
)

and nothing was in sight for Cammell Laird and Scott Lithgow In

recent months warships had been built and delivered more qQuickly

than hitherto. While this improvement in management and Perform,
Nce

was welcome, the acceleration of payments had added to the A8y
4
of managing the Defence Budget. As a result the Royal Navy i, ieg

have to slow down its orders.

b. Although it might be necegsary to withdraw merchant orders A
Scott Lithgow, there was a case for allowing them Intervention Rupg G
exceptionally if this would enable them to win an order for a ship
supplying the offshore market. On the other hand the Chairman of BS
had taken a firm decision not to apply for Intervention Fund Grants
for Scott Lithgow and, unless he were to take the initiative in seekiny

an exception to that rule, the Government should not intervene.

¢. It would be helpful, in the context of the Government's general
dealings with the European Commission, if the application for extensin

of the Intervention Fand could be made as soon as possible.

THE PRIME MINISTER, summing up the discussion, said that the Committee accepte!
the recommendations put forward by the Secretary of State for Industry. B¢
would consider BS longer term strategy in the light of their next corporaié

plan which would be ready in spring 1981.

_The Committee -
(80)112.

taking

1. Approved the recommendations in paragraph 17 of E

2. Invited the Secretary of State to proceed accordinglys
account of the points made in discussion.

2
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al ONALISED INDUSTRIES: FINANCING i Ly

ttee considered a memorandum by the Chief Secr, o
etary,

e Comd ; v : Tr
on the nationalised industries? eAsuny

(80) 121)s Al : xteral Financing Ling

i 1081-82 and their financing requirements in 1982-85 ang e 4 s (EFLs)
- IEF SECRETARY , TREASURY, said that it had been agreed in July tp,

» additional £470 million, at 1980 Survey prices, should be allocitedai';

cach year to the nationalised industry programme. The industries had n:n
qbmi bted their bids for their 1981-82 EFLs which would be announced in g

November. These bids were £1270 million, at 1980 Prices, in excess of a
baseline inclusive of the extra £470 million already allocated to them,
This vas in part attributable to the requirements of the major loss makers
but mainly to the effect on the industries markets of the recession.
Following discussions with the sponsoring Departments and the industries,
the Treasury had concluded that the increase of £1,270 million could be
reduced to £500 million. The savings would be found by a combination of
naking low assumptions for pay increases, further cuts on capital investment
wd, in some cases, higher and earlier tariff increases.
bad not all been accepted by Departments. He proposed that the remaining
¢xcess of £500 million should be reduced by at least £200 million. This
¢ould be achieved either by an across the board cut in each industry's

finanej 3
¢ing requirement equivalent to 4 per cent of their investment programne,

These proposals

::ts::t:e decision on how to find the saving left to each industry, (.)r
Programpe e cuts falling on the electricity, telecommunications and rail .

t he ,ec; He had not yet had detailed discussions on 1982—8? ?nd 198584,
wure 4 mmended that, the aim should be to find savings sufficient o
®% there would be no further increases for the nationalised industries

t¥ond
¢ £470 milljon allocated to them in each year.

Senerg)
discussion the following points were made =

the proposed cuts

would further damage

ght well lead to the

Th
on Px-ie Analysis failed to quantify the effects of
va

> saciiee industry. Cuts in investment

¢ Pro "
Wan i private sector suppliers, and ml
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me of them. The gross savings from the cut Assd
S coyy the EFLs on pay :
to0 base exemptions which
Teflecte

collapse of so
significa.ntly offset
d redundancies which
L (PSBR) were reduced

d b

of 4
3

! Wnlgq gervices, but to make increased provigjop in th
e ¢

by further public expenditure on account d the 3
evel

. v increases which the Governm, 3

would follow On the othep e of P ent had in ming for th

' € public

" Inflagy, for the possibility of breaches of the Ey, bt P
S as a re

sult of pay

increase
the Public Sector Borrowlnl

1y

would come down more slow s .
- 4 ed apg ettlements out of line with th :

that could have 2 far more damaging effect on industry generally, s € assumptions,

Unless substantial cuts were made on the nationalised industrie 1
s

es, the savings would have to be sought from De

programmes, by Partmenta) - guccessful and profitable nationalised ing

rogrammes W lustri oy

P ; . ¢ Bade 1 PSBR and were therefore liable to th es fell within the

sector industry was reducing investume in response to falling demang to th bli t € constraints and cuts

’ k e public se

and, unless they were to have over—capacity, it was reasonable for N 0 P ctor ‘as a whole.

e

pationalised industries to do likewise. 2
were however limits to any ch 5
anges which could b,
e made,

interest rat
, interes es could not be e

4, It was unsatisfactory that the borrowing
I‘eq\lirenmntg of

ch were already under acute pressure. As it vag pri
s Privat,
applying
The Chancellor of the Excheque
r

wvas currently considering this »
question with oth i
er Ministers, T
. ere

industries, or parts of them il
» could be transferr to

ed the privat

e

b. Altho the assumptions had been reduced, and it
ugh pay ’ it was to be sector, their borrowing would be regarded "
as backed by Government

d d accepted that there wo d be varia tions between industrie wheth fo 1
ul 5y guarantee, er rmal or imp ici
icit.

Tt would be very difficult to negotis Moreover, even if the borroving

the average was still too high. .
of profitable nationalised industries was r garded
= ed as outside the

settlements in the public services W
PSBR the f
undamental problems of their inefficiency and of their high

pationalised industries, and in particular the loss-making industries, e
pricing would remain,
It was, moreover

ell down in single figures if the

were seen to be settling for significantly more.

unacceptable if they effectively sought to finance high pay increases B s rvsaicn (he o
e following points were made on the detai

etailed

by cuts in their productive investment and, in the case of monopoly Proposals for reducti fio a6
ons e EFLs proposed in columm 2
of Annex A to

industries, high price increases. It was a deficiency of the present E(80) 121 -
controls that essential capital investment could not be protected a0
the EFL.  Although the Government could not determine pay settless’t” %
the nationalised industries, the sponsoring Ministers should conti™* a. The mso?;
to press the Chairmen to seek low settlements. in Englang ang w::: £221 million .f“ fhe electricity supply industry
o LGy o g assumed a tariff increase of about 16 per cent on
increase of this order would represent too fast a

c. It was argued that it was necessary to adopt e B0Ve towarq :
g the 1% A 12 per S economic pricing. The industry themselves regarded
cen
s snsles*’z t as the maximum which was defensible to their consumers.

in setting EFLs, to reduce the risk of early breaches ©
pay settlements were concluded. On the other hand it W& ¥ In orgey R
e oot stay within their proposed EFL they should therefore be

“that the pay ‘wxemptions in the ELFs were bound to becone {ore® 8ed to propg

imposition of cash limits for public services pays and the l.adu s eneomged d se alternative measures. They should not lm.rever be
of settlements within those limits, would be made more diﬂlcs e TePresant, 3 !“:611 surplus coal stocks abroad at'prices which would
Government was seen to have provided for much higheT inores®’ !idy R o 5 vif.l.x :“ :::uztry
nationalised industries. On this argument 2 petter ¢ . better course might be for the electricity

reliable pay

m“““f“turer,

urseé
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this coal and run down their stocks at the margin

k
to jKeeR National Coal Board (NCB), al though

their orders from the
recognised that this woul

keeping within their EFL.

by !‘educi

s 1t vag
d increase the difficulties fop the Np
of

S

b. The proposed EFL of minus £339 million for the British g

Corporation (BGC
27 per cent in April 1981, reflecting a MO iger cent: el increag,

) assumed an increase in domestic gas priceg o

which had already been approved in principle, together with Bac1,
assessment of a 17 per cent year on year retail price increase in
December 1980. This assumption, and the resulting proposal of -
increase of 27 per cent, was too high. BGC should therefore be agky
to make proposals for achieving the proposed EFL by lower domestic
price increases and without putting an undue burden on industrial
consumers who, in some instances, were already at a disadvantage vith
their international competitors. A reduction in BGC®s share of the
financing of the gas gathering pipeline from the reduced levels alreaf
agreed by the Committee (E(80) 19th Meeting, Item 2) could not be mit
without risking delay to the project and increasing the overall costs

of financing it.

: 1
¢. The British National 0il Corporation did not have direct coni‘/l“;J
3 ]
over their revenues but it should be possible for them %o “hle:eb
5 uld be
proposed minus £360 million, and it was possible that they c0

persuaded to contribute more.

Telecommnications and Posts

d. It would be possible to make the reductions nec :op 04
down the EFLs for Telecommunications and Posts t0 £300 will*® r
£24 million respectively, although there was a Ve il
avoiding cuts in investment especialiy in telecollllﬂ“ni"a‘"wni;t| i
were however possibilities for participation arrangemen’* :o "
private sector which would take the financing of s°%¢ -
investment outside the PSBER.

essary to heitd

case
ry gtrong ot
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Aiuars and Airports

for British Ai
o) proposals 20 =% FUTVEyS were scceptable, provigeq that

agreement could be reached on leasing arrangements for aireraft
alv,
In view of the current legal battle-with the airlines over 1

: . ’ anding f
4t would be impracticable for the British Airports Authorj 1ng fees,

A ty to incr
gees further to the extent envisaged by the Treasury in e ease
g an

EFL of £16 million. The Secretary of State for Trage T

: ; ’ er
consider alternative ways of meeting this target; and he ke 7 ’
the Authority to make a lower pay assumption,

Transport Industries

¢, The Minister of Transport was currently considering with British
Rail a number of measures to get their EFL down as far as possible
towards the proposed £888 million. In particular he would urge them
to reduce their pay assumption to 8 per cent.

g. The British Transport Docks Board and the National Freight
Corporation were to be privatised and, while cuts could be made in
their investment, this could have a damaging effect on the price for
them. Further cuts on the National Bus Company could mean the closure
of the Leyland bus factory at Bristol.

U PADE MINTSTER, summing up the discussion, said that the Comittee had
bad a useful firet discussion of the proposals in Colum 2 of Annex A to
o) deay gy was clear that savings of at least this order were necessary,
- Sponsoring Minister who had not felt able to accept the proposals :
m?ting t his industries should consider the matter urgently vith the
(;::T:en of the industries concerned and report the ?utcone as ?oon :ey
8 o) Chief Secretary, Treasury. In Togilae S48 “‘.nnss impress
to avoid excessive price increases and should continue to imp

2 roment attached to
irmen the utmost importance which the Gove L

oulg Seek
" theiy Cha
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lower pay settlements in the nationalised ind“stl‘ies

etary, Treasury should re
which would then reach final decisions on Wl
To

achieving Lbe X il
por e outcome a

S S soon ag Possiy),

to the Committee,

2 of Annex A to E(80) Dosa),

8 for
£200 million beyond those figyy they
es,

in Column 121 and on the Chief Secl‘etary.

proposals for additional cuts of

The Committee =

13 Invited each Minister sponsoring nationalised industrieg o
consider further the measures necessary to achieve the Externa]
Financing Limits for 1981-82 listed in Column 2 of Anmex A to
E(80) 121 and to report the outcome urgently to the Chief ol
)

Treasury.

9. TInvited the Chief Secretary, Treasury, to circulate as soon as
possible a memorandum of the reports of the sponsoring Ministers to

him. )

3. Agreed to resume their discussion at an early date, when they
would consider both the further report now to be produced by the

Chief Secretary, Treasury, and the outstanding issue of additional
cuts as set out in paragraphs 9-11 of E(80) 121.

Cabinet Office
23 October 1980
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