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USING PRIVATE ENTERPRISE IN GOVERNMENT

Memorandum by the Chancellor of the Exchequer
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-Ommitted to reducing the size of the public sector. Une way ol doing this is by
'-"tl_'-"] s :
g’ public sector operations completely: we have made good progress in this, and
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the. Planned. Other tasks must remain in the public sector, but there is no reason why

: =R be done by public servants. It is often more efficient to 'contract out' such task
__..:L‘I-'an_(: enterprise. But only by sustained effort can we achieve the progress that is
€ in thig direction. I wrote to Cabinet colleagues in the summer asking for their
SUggestions. | have received some worthwhile proposals, but the results are still
Inow want to make a further search for suitable candidates and enlist the support

Caki-
abinet colleagues.
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'2nce both in this countrv and in the United States has shown that the private
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i the stimulus of the profit motive, can very often undertake operations on
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“Overnment more cheaply than the Government itself. This in turn establishes
e R :
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g, Neésses with a potential for expansion including expansion overseas. It is true at
eand 4% 9 - . o v : ; ) : =
4 at local level, in the Health Service and probably alse in nationalised industries.
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bt Sent system was not designed to encourage contracting-out, and it needs a major
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EI':.]"]l-..,,L it.

3 1 am not, of course, urging wholesale contracting-out at any price: but
larg, E . -
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Umber of cases it will show & clear economic advantage.
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stimulus of tight manpower targets, several functions have already been

d ot

There are a number of common services where the onus should be on
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why they should not be contracted out. It is within our own power to

uartmer ts o shaw

\.'1 w '1'.]'1 an

¥ problems which may arise. In a parallel paper C(82)40, the Chief Secretary

9 ~ Made Proposals for the control of Civil Service numbers after 1984. He suggests a major
lepy
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al exercise in the New Year to identify the scope for further reductions. In

that operation we should identify the scope for further contracting-out of

frnment functions, and decide how to follow it up. The results are to be reported

Cabir : 1 : e : :
abinet in May 1983. This will also be a convenient opportumity to take stock on

Facting.,
Ng-out generally.
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Ve discussed this with the Secretary of State for the Environment. There has

¥ be
_ ®n legislation in this Parliament to ensure that Direct Labour Organisations
-nr'E";E on &
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* DUt we must expect considerable opposition from local authorities, with some

Hlusing
‘B to co- s ; i
CO-operate. We need to take every opportunity to urge all local authorities to

qual terms with private sector contractors. There is scope for extending this

th A a i
€ exa ample of those who are already finding that contracting-out pays handsomely.

shoulg . i ]
d ensure that the successful exar mples are well publicised amd that any apparent

eom
Mings are dealt with properly.
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by ﬁih{l %Ecr'ﬂr’i”’}’ of State for Social Services has already started a contracting-out

I ;ilﬁm* be ®ginning with a series of pilot experiments in each regional health autherity, to
fady :rth the scope for contracting-out initially of catering and cleaning, we should be

% g MOve on from these pilot schemes as soon as possible. One obstacle until now has
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Paid on bought-in services but not on in-house operations. I propose to

S thie Jrpe:
i Jlf[:cully (see below].
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L Ustries already have every economic incentive to comtract-out operations
e s
t]"]h
1ig § 4
b S the most efficient solution. I reco gnise that operational or industrial relations
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4 tu wrill Sometimes be valid; but very often they are only excuses for preserving the
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case for contracting-out should, therefore, be pursued during 1983, industry
' Probably in the course of the annual corporate planning discussions. 1 propose
ury and departmental officials collaborate in identifying the areas where the
ght be urged to contract out more of their operations, bearing in mind the

re
*Ponsibility for day-to-day management decisions.
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The VAT anomaly applies only to the National Health service :and central

EOvernment departments. Local authorities already have VAT refundled to them.
Nationalised industries recover it through their prices. I imtend tc: legislate in
the next Finance Bill to allow the Treasury to make an order refunding VAT to
BOvernment departments and the National Health Services, wherre specific
OPerations or groups of operations are contracted out. This will remove the

Present disincentive to such action.

=I—I-"3_'-L51-ri::'.'_rﬁ_datinns. There is no doubt that the unions, particularly in the NHS
and the Civil Service, will resist any major extension of contractimg-out. We

El].]"ead-.}_- expect trouble in one or two government departments. Otbviously the
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VHS exercise cannot be launched until the present pay dispute is reswmlved; but in

Beneral, I think we must face up to these difficulties as they arise.

Mé—tﬂi‘.&ﬂ_ri'i]_nbstrumicn. There is understandable reluctamce on ‘the part of
Pdnagers to give up any part of their functions. We must take every opportunity
‘O counter this by pointing to the efficiency gains which have already been
S€Cureq in some areas by greater use of the private sector. Some of these issues
alfect a) four sectors, and the Departments concerned will need ifo remain in

cloza . 5 ; : -
O5€ touch and exchange experience as the operation proceeds. Tthe Treasury

Can s . ;
Mmake suitable arrangements.
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=11 Service and Related Bodies (Redundancy Compensation) Bill: Some of the
Work o

abinet commissioned on 25 November raises issues of importiance in this
COnNtax - ‘3 e h s L 11
‘*EXt - particularly on the NHS and industrial relations. The Treasury will

Co-ordj !
PTdinate the two exercises,
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At there should be a major and co-ordinated drive to secure further

o ) _
“acting-out in the public sector;

th ; . : :
at the Possibilities in the Civil Service should be pursued vigorously as part of

t-':-l"" reyr; _ S o &
“View of Civil Service manpower after 1984;

th-l" t} 1 . x 58 . s
=t the Health Service Ministers should implement the proposed piilot studies in
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’ al health authorities;
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that we should continue to urge local authorities to contract-out Sperkiione

Whereyer possible,

hat opportunities for contracting-out in the nationalised industries should be
Pursyed, either as part of the examination of the 1983 corporate plans for each
Industry, or separately.

i should, together with the Ministers concerned with the Health Service,
local authorities and nationalised industries, report progress to Cabinet in May,

at the same time that the Cabinet considers the outcome of the Civil Service

Manpower exercise.

B 1] nﬂt&:

B

that shall include a provision in the next Financial Bill to allow the Treasury to

Mmake an order refunding VAT to government departments il Bl o

e
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alth Service and

tha 1 - b z . : | . e
at the work on the issues concerning contracting-out raised by the Ciwvil

Service Fte Bill will be co-ordinated with this exercise by the Treasury.
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