
Ref: A0260 


C O N F I D E N T I A L 


P R I M E M I N I S T E R 


N a t i o n a l i s e d I n d u s t r i e s ' C a s h L i m i t s and P e r f o r m a n c e T a r g e t s 

f o r 1980-81 

(E(79) 35) 


B A C K G R O U N D 


T h i s paper runs p a r a l l e l to the one on C a s h L i m i t s f o r C e n t r a l and 


L o c a l G o v e r n m e n t (E(79) 34) w h i c h i s a l s o on the Agenda. But the 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 i n a d i f f e r e n t s i t u a t i o n , o p e r a t i n g i n a c o m m e r c i a l e n v i r o n m e n t , 


and with a f i n a n c i n g r e q u i r e m e n t w h i c h i s the p r o d u c t of a good many f a c t o r s : 

Revenue; E x p e n d i t u r e ; Investment; etc. C a s h L i m i t s a r e thus a much l e s s 


p r e c i s e i n s t r u m e n t , and m o r e d i f f i c u l t to b r i n g to b e a r i n pay n e g o t i a t i o n s . 


C o n v e r s e l y , managements have a l o t m o r e f l e x i b i l i t y i n a d j u s t i n g the o t h e r 


components to accommodate pay i n c r e a s e s . The C o m m i t t e e c o n s i d e r e d a l l 

these points i n J u l y , when i t a g r e e d (E(79) 4th Meeting) to extend the 'Option A' 


a p p r o a c h to the n a t i o n a l i s e d i n d u s t r i e s , by s e t t i n g c a s h l i m i t s w h i c h would 


impose some d i s c i p l i n e on pay n e g o t i a t i o n s . T h i s a p p r o a c h i s e n t i r e l y 


c o n s i s t e n t w i t h the Government's other plans f o r future r e l a t i o n s w i t h the 


i n d u s t r y , which a r e being c o n s i d e r e d s e p a r a t e l y by S i r K e i t h Joseph's Group. 


2. L i k e the other p a p e r (E(79) 34) before this meeting, the p r e s e n t 


paper seeks d e c i s i o n s on method, and p r o p o s a l s f o r p r e c i s e c a s h l i m i t s w i l l 


come up f o r a p p r o v a l l a t e r i n the autumn. 


H A N D L I N G 


3. Two groups of M i n i s t e r s a r e i n v o l v e d . You might s t a r t by a s k i n g 


the m a i n p r o t a g o n i s t s - the C h a n c e l l o r , the S e c r e t a r y of State f o r E m p l o y m e n t 


and the S e c r e t a r y of State f o r I n d u s t r y - to speak g e n e r a l l y . You c o u l d then 


c a l l on the M i n i s t e r s c o n c e r n e d w i t h i n d i v i d u a l i n d u s t r i e s (for the m o s t p a r t , 


r e p r e s e n t e d by s u b s t i t u t e s on t h i s o c c a s i o n ) . Those i n v o l v e d a r e : M r . M o o r e 


( r e p r e s e n t i n g the S e c r e t a r y of State f o r E n e r g y ) ; M r s . Oppenheim ( r e p r e s e n t 


i n g the S e c r e t a r y of State f o r T r a d e ) ; M-f • Yntmmaih G l m h i ( r e p r e s e n t i n g the 


M i n i s t e r of T r a n s p o r t ) and, on a s m a l l s c a l e , the S e c r e t a r i e s of State f o r 


Scotland and f o r the E n v i r o n m e n t . [The S e c r e t a r y of State f o r Defence, i f he 


stays f o r t h i s i t e m , may w i s h to r a i s e a point about the R o y a l O rdnance 


F a c t o r i e s - see below._J" 
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The f o l l o w i n g m a i n points seem l i k e l y to a r i s e : -


The 'Option A' A p p r o a c h . M i n i s t e r s were b r o a d l y s a t i s f i e d l a s t t i m e 


that this should be extended to the n a t i o n a l i s e d i n d u s t r i e s . Nothing 


i n t h i s paper throws any s e r i o u s doubt on the e a r l i e r d e c i s i o n . 


C o n s u l t a t i o n at o f f i c i a l l e v e l does not suggest any m a j o r d i s a g r e e m e n t . 


S e t t i n g the L i m i t s . The T r e a s u r y p r o p o s e s t a r t i n g w i t h a 'rule of 


thumb' that the i n c r e a s e i n pay should be somewhat l e s s than the 


expected i n c r e a s e i n the R P I . T h i s would then be w o r k e d out case 


by case f o r the i n d i v i d u a l i n d u s t r i e s . The paper d i s c a r d s the 


a l t e r n a t i v e a p p r o a c h of d e r i v i n g pay i n c r e a s e s f r o m the t a r g e t 


i n c r e a s e s i n money supply. (I'm sure t h i s i s r i g h t : but i t i s odd to 


f i n d the point a r i s i n g a l m o s t c a s u a l l y i n a p a p e r about n a t i o n a l i s e d 


i n d u s t r i e s , and not i n the m a i n paper on c a s h l i m i t s . ) B r o a d l y 


speaking, the r u l e of thumb would put a l o t of p r e s s u r e on c o a l and r a i l , 


and p r o b a b l y on P o s t s ; but would cause l i t t l e p r o b l e m f o r gas, 


e l e c t r i c i t y , a i r w a y s , or t e l e c o m s , where s u b s t a n t i a l p r o d u c t i v i t y 


gains can be f o r e s e e n and where, a p a r t f r o m a i r w a y s , a good d e a l of 


p r i c e f l e x i b i l i t y i s a v a i l a b l e . In the case of s t e e l , a l l t h i s i s swamped 


by the v e r y much l a r g e r e conomies being sought i n the run-down. 


You might guide the C o m m i t t e e b r o a d l y to approve t h i s 'rule of thumb' 


approach, subject to seeing how i t l o o k s i n itt a p p l i c a t i o n to i n d i v i d u a l 


i n d u s t r i e s . 


P a r t i c u l a r C a s e s . You w i l l want to d i s c o u r a g e d e t a i l e d d i s c u s s i o n : 


these i s s u e s w i l l a r i s e l a t e r . But there a r e some p a r t i c u l a r points 


which may come up. On c o a l , i t w i l l be v e r y i m p o r t a n t to make su r e 


that M r . H o w e l l (when he gets back f r o m B r u s s e l s ) c i r c u l a t e s h i s 


paper on C o a l f o r the E m e e t i n g on 27th September. T h i s paper 


w i l l touch on the i n i t i a l r e s ponse to the N U M pay c l a i m . T h i s r e p l y 


may w e l l have to be made before c a s h l i m i t s can be set f o r the N C B . 


But the t a c t i c s a r e , I understand, to d e f e r any p o s i t i v e r e s p o n s e u n t i l 


much l a t e r i n the y e a r , d e s p i t e the N U M c l a i m f o r r e s t o r a t i o n of the 


1st N o v e m b e r s e t t l e m e n t date. M r . H o w e l l must c a r r y h i s 
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c o l l e a g u e s w i t h h i m on this key n e g o t i a t i o n . M r . H o w e l l (and i n h i s 


absence M r . M o o r e ) should a l s o c o n s i d e r how the r u l e s should apply 


to the A t o m i c E n e r g y A u t h o r i t y : i s i t to be t r e a t e d as a n a t i o n a l i s e d 

i n d u s t r y , or does i t f a l l under the C e n t r a l G o v e r n m e n t p r o c e d u r e 


a l r e a d y d i s c u s s e d under Item 1? (The l a t t e r seems a p p r o p r i a t e . ) 


F i n a l l y , the S e c r e t a r y of State f o r Defence may suggest that the 


R o y a l Ordnance F a c t o r i e s should be t r e a t e d by an analogy w i t h the 


n a t i o n a l i s e d i n d u s t r i e s . The analogy i s not exact. In any case, the 


C a b i n e t has a l r e a d y c o m m i s s i o n e d w o r k on d e c e n t r a l i s a t i o n of C i v i l 


S e r v i c e pay n e g o t i a t i o n s , w h i c h i s e s p e c i a l l y r e l e v a n t to MOD's 


p r o b l e m s . You w i l l not want to a n t i c i p a t e the r e s u l t s of that r e v i e w . 


(d)	 P r o c e d u r e . T h e r e should be no d i f f i c u l t y i n a g r e e i n g that the 


C h a n c e l l o r should come f o r w a r d at the end of O c t o b e r w i t h s p e c i f i c 


f i g u r e s , f o l l o w i n g d i s c u s s i o n s among o f f i c i a l s and w i t h the i n d u s t r i e s . 


(In p r a c t i c e , the Agenda i s l i k e l y to be v e r y c r o w d e d at the end of 


October, and the d e c i s i o n s c o u l d s l i p i n t o e a r l y N ovember; but you 


might say that i t i s i m p o r t a n t to have p r o p o s a l s ready before the end 


of October. ) 


(e)	 I n f o r m a t i o n F l o w s . The C h a n c e l l o r makes s p e c i f i c p r o p o s a l s f o r 


keeping i n touch w i t h pay n e g o t i a t i o n s and m o n i t o r i n g c a s h flow i n 


the n a t i o n a l i s e d i n d u s t r i e s . H e r e he i s i n dispute with the S e c r e t a r y 


of State f o r I n d u s t r y (the exchange of l e t t e r s i s annexed to the paper). 


U n d e r l y i n g this d i s a g r e e m e n t of p r i n c i p l e i s a p a r t i c u l a r case. It 


c o n c e r n s the UPW settlement, where a p p a r e n t l y the P o s t O f f i c e 


a g r e e d to re-open the p o s t a l w o r k e r s ' pay settlement, without t e l l i n g 


the Department; b r e a c h e d the c a s h l i m i t i n consequence; and l e f t i t 

too late to take account of this i n the r e c e n t round of p o s t a l c h a r g e s 


i n c r e a s e s . The S e c r e t a r y of State f o r Industry i s about to w r i t e to 


you and other M i n i s t e r s , suggesting c o r r e c t i v e a c t i o n s . Y o u may 


not want to get d r a w n into a d i s c u s s i o n of the p a r t i c u l a r case; but i t 

u n d e r l i n e s the need f o r f a i r l y c l o s e contact w i t h the i n d u s t r i e s , 


d e s p i t e some M i n i s t e r s ' w i s h to disengage c o m p l e t e l y f r o m pay 
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negotiations and r e l y w h o l l y on c a s h l i m i t s . It i s no use r e l y i n g on 


c a s h l i m i t s i f the i n d u s t r i e s choose to d i s r e g a r d them, 


(f)	 P r e s e n t a t i o n . Y o u might a s k the C h a n c e l l o r to c o n s i d e r , before the 


next meeting, j u s t how these c a s h l i m i t s would be p r e s e n t e d . Would 


the G o v e r n m e n t e x p l a i n the r a t i o n a l e of the 'r u l e of thumb'? o r would 

i t say that i t c o u l d only a f f o r d so much (£X m i l l i o n ) f o r 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 e , and that the i n d u s t r i e s m u s t f i n d the r e s t t h e m s e l v e s ? 


j O r would i t say that i t had set a c a s h l i m i t a p p r o p r i a t e to the 
c i r c u m s t a n c e s of each i n d i v i d u a l i n d u s t r y , and t r y to a v o i d a 

^ d e t a i l e d d i s c u s s i o n ? The p u b l i c stance i s i m p o r t a n t , as the 

C h a n c e l l o r h i m s e l f r e c o g n i s e s i n h i s 'general' paper (C. 6(d) of 

E(79) 39). 


C O N C L U S I O N S 


5. I think the c o n c l u s i o n s c o u l d f o l l o w those set out i n the C h a n c e l l o r ' s 


c o v e r i n g note ( p a r a g r a p h 10 of E(79) 35); 


(i)	 To agree, f o r the purpose of d i s c u s s i o n s with the i n d u s t r i e s , 

the 'rule of thumb' and 'broad approach' set out i n the paper, 


( i i )	 To agree that d i s c u s s i o n s should now begin w i t h the i n d u s t r i e s 


on the make-up of the 1980-81 cash l i m i t s on the l i n e s set out 

i n the paper. 


( i i i )	 To i n v i t e the C h a n c e l l o r to b r i n g f o r w a r d p r o p o s a l s f o r c a s h 

l i m i t s at the end of Oc t o b e r ; and that these p r o p o s a l s should 


extend to p r e s e n t a t i o n as w e l l as substaace. 


(iv)	 To agree that the n a t i o n a l i s e d i n d u s t r y c h a i r m e n should 


i n f o r m M i n i s t e r s of t h e i r i n t e n t i o n s before b e g i n n i n g pay 


n e g o t i a t i o n s ; that a r r a n g e m e n t s f o r m o n i t o r i n g c a s h f l o w s 


should be strengthened as n e c e s s a r y to make c a s h l i m i t s 


s t i c k ; and to a s k the C h a n c e l l o r to a r r a n g e f o r t h i s i n 

c o n s u l t a t i o n with other M i n i s t e r s c o n c e r n e d . 


(John	 Hunt) 


19th September 1979 
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