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We must intensify this., As a résult of the effor%s of Peter Walker-
end his colleagues, the European Commission have taken the Dutch to
the Court for subsidising their glasshouse industry. -I suspect

that this case is by no means unique and that there are other cases
of subsidisation to large users. But in order to take effective
action we need hard facts about subsidisation. Our industry has
often failed to provide this. Much of the work will inevitably have
to be done by our industries themselves. But my Department has been
in touch with the other Departments concerned about identifying
cases where unfair competition is damaging our industries.

9 I m concerned - about the slow rate of deregulating gas

prices in the USA. We must press the new Administration to accelerat

this process. But this will not be easy to achieve. We must

therefore use all the weapons we have at hand. First, I agree with

the recommendation in the report by officials (paragraph7.3) that

the decisions on a more rapid move to economic pricing at the various
Summits must be tightened up. Secondly, we must press our Cpmmunity ,
partners to ensure that the Commission tackles the American; on 145

132

other Departments on what:additional pressure can be brought to bear 146

this issud; (I raised this matter with Davignon when he was here last
week and-he is keen to act). Thirdly, my officials are working with

on the Americans, including the imposition of countervailing duties

in appropriate cases. : ' 133
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MARGINAL, COST PRICES IN THE ELECTRICITY INDUSTRY

19 : this issue,

My officials discmssed

With Frank Tombs and rred Bonner (Deputy Chairman of CEGB) on

24 October. The Council said then that since short run marginal
cost (SRMC)- respresents a large part of the total cost of producing
electricity, selling it without covering fixed costs would not help
COmpanies who want a large and continuing reduction (eg Bowaters
“ho were seeking 50%). Nor would selling at SRMC to companies in
difficulty have any-significant effect in generating extra revenues
oL increasing sales. NMost companies want cheaper electricity, not

Hore ot Present, However, I have asked Keith Joseph whether we can
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43 I believe the above represents a positive response to the .needs
of industry. But our line has to take into account our economic
strategy, on which the Chancellor has recently submitted papers to
the Cabinet, as well as the position on EFLs which we discussed
last Wednesday. We must also accept the harsh fact that a number‘
of cases which have been drawn to our attention concern labour-
intensive and energy-intensive industries which-would be in
difficulties in any case (segments of our steel, textiles and

paper- industries) regardless of the present recession, high interest
rates, high exchange rate and increased energy prices. Manj}Bf

the companies could do more to help themselves, eg Bowaters should
have approached Manweb and not vice versa. Some of the complainants
have not applied existing energy conservation technology to their
operations. I am especially, concerned when I learn of the massive
reorganisation and ggigiannéag going into Japanese industry, so as
to cut sharply energy use and costs, and when I compare it with

our own more dilatory approach — with certain creditable exceptions.
14 Finally there are three further equally important reasons why
it is deeply in our interest to allow economic forces to work as far
as possible in energy pricing. First, if we did not, we would
disastrously delay the vast process of re—tooling and new investment
in industry required to increase energj efficiency and cut energy
Use. Secongd we would delay the investment in new alternatives which
almost EVery other country is pursuing — and those that' do not will
be the orphans of the 90's. Third, high energy prices, however
Painfu) s opportunities for new industries
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CEGB

Or many years publiched a series of performance
jndicators (including some international comparisons). These

have recently been extended and the 1979/80 figures are attached.

2 The CEGB has the objective of trying to keep unit costs of
electricity constant in real terms; this notwithstanding that fuel,
which accounts for over 60% of its costs, has been rising faster
than the general rate of inflation. The measure of the Board's

considerable success in this can be seen in Figure 1 attached.

3 The Board is also making special efforts to contain its fuel
bills. The agreement with the NCB (ziming to get coal price
jncreases below the inflation level) is a case in point. Further
jimprovements are being sought by holding oil burn to & minimum and
securing high availability and thermal efficiency from 500 and

660 MW coal fired sets.

4 The Board's 40% expenditure on items other than fuel is
roughly divided between capital fixed charges (20%) and saleries,
plant repairs and maintenance, research and administration. In the
current financial year these latter items total some £ﬁg§gi(out of
total net expenditure of over £6,500m). Half that £460m will be
concentrated on maintaining nuclear plant, high merit coal fired
Plant and the transmission system. The Board.is striving for the
right balance between cutting repair.and maintenance work to the
minimum to produce immediate cash savings and ensuring that enough
maintenance work is done to get the plant performance necessary to
achieve the Board's cost per unit target this year without
imPerilling performance and costs in subsequent years.

aking a number of actions to

5  More specifically the Board is %
meet its EFL and financial terget not by price rises (which could

further depress demand) but by redoubled cost cutting efforts and

Pruning out marginal capital expenditure. The main features have
h6en.
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accelerated closure of older and less efficient plant.
The Board has announced plans to decommission 3.4 G0
capacity in 1981/82. Some 3000 to 4000 jobs will g0
as a result.

introduction of more stringent appraisal rules for
optional investment; a 3-year pay back is now requﬂ??
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Figure 2: Manpower productivity
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