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C A B I N E T 

U S I N G P R I V A T E E N T E R P R I S E I N G O V E R N M E N T 

M e m o r a n d u m b y the C h a n c e l l o r o f the E x c h e q u e r 

are 
c°mmitted to reducing the size of the public sector. One way of doing this is by 


atisi ̂g' public sector operations completely: we have made good progress in this, and 

l s
 Planned. Other tasks must remain in the public sector, but there is no reason why 


e d
 be done by public servants. It is often more efficient to 'contract out' such task 

e
 enterprise. But only by sustained effort can we achieve the progress that is 


l n
 this direction. I wrote to Cabinet colleagues in the summer asking for t h e i r 

s u8gestions. I have received some worthwhile proposals, but the results are s t i l l 


Pat Chy, 
1  n
 ow want to make a further search for suitable candidates and enlist the support 


all 
y
 Cabinet colleagues. 


£ t O u t ? 
J
ence both in this country and in the United States has shown that the p r i v a t e 


W l t h t h e^hai /  stimulus of the profit motive, can very often undertake operations on 
Ml 

to ° G°vernment more cheaply than the Government itself. This in turn establishes 
n
* t  busi e esses with a potential for expansion including expansion overseas. It is true at »4t 

 a n  d a t
V „  local level, in the Health Service and probably also in nationalised industries, 
the ti> 

p
hi  esent system was not designed to encourage contracting-out, and i t needs a major 
to achi e v  e
 i t . I am not, of course, urging wholesale contracting-out at any price: but 


lftr 
umber of cases it w i l l show a clear economic advantage. 


f o m e n t 

"r
 the stimulus of tight manpower targets, several functions have already been 
CO; tit i-act ed out. Th number of common services where the onus should be on 
ere are a 
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Part 

^en t s to show why they should not be c o n t r a c t e d out . It is w i t l i i n our o w n p o w e r to 
deal 

th

with any p r o b l e m s w h i c h m a y a r i s e . In a p a r a l l e l paper C(82)40 , the C h i e f S e c r e t a r y 

^ade proposals for the c o n t r o l of C i v i l S e r v i c e numbers a f te r 1984., H e sugges t s a m a j o r 
z r n e n t a l e x e r c i s e i n the N e w Y e a r to i d e n t i f y the scope for f u r t h e r r e d u c t i o n s . In 

0 U r s e ° f that o p e r a t i o n we should i d e n t i f y the scope for furthe-r c o n t r a c t i n g - o u t o f 

government f u n c t i o n s , and d e c i d e how to f o l l o w i t up . T h e r e s u l t s are to b e r e p o r t e d 
k to CaV 

aoinet in M a y 1983. T h i s w i l l a lso be a c o n v e n i e n t o p p o r t u n i t y to t a k e s t o c k o n 
c l » i g - o u t g e n e r a l l y . 

I hav e d i scussed th i s w i t h the S e c r e t a r y of S t a t e for the E n v i r o n m e n t . T h e r e has Mr 
eady be i • 
nu  l e g i s l a t i o n in th is P a r l i a m e n t to ensure tha t D i r e c t ILabour O r g a n i s a t i o n s 0

on equa l t e r m s w i t h p r i v a t e s e c t o r c o n t r a c t o r s . T h e r e is s c o p e for e x t e n d i n g t h i s 
we must e x p e c t c o n s i d e r a b l e o p p o s i t i o n f r o m l o c a l a u t h o r i t i e s , w i t h s o m e * C i P l e , but 

u.  c ° ~ o p e r a t e . We need to t ake e v e r y o p p o r t u n i t y to urge a l l l o c a l a u t h o r i t i e s to 
* the 

is example o f those who are a l r e a d y f i nd ing tha t c o n t r a c t i n g - o u t pays h a n d s o m e l y . 
shoulH 

O t t  c o  m 
ensure tha t the succes s fu l e x a m p l e s are w e l l p u b l i c i s e d a n d tha t a n y a p p a r e n t 

l n g s are dea l t w i t h p r o p e r l y . 

i 2 S S ^ a J t b _ S e r v i c e 
The 

e S e c r e t a r y of S t a t e for S o c i a l S e r v i c e s has a l r e a d y s t a r t e d a c o n t r a c t i n g - o u t 

e ^ l n n 
  

5


^
 ' ^ n g w i t h a se r ies o f p i l o t e x p e r i m e n t s in e a c h r e g i o n a l h e a l t h a u t h o r i t y , t o 

0 l i s t r a 
6 s c o  I o r^  ^ P e  c o n t r a c t i n g - o u t i n i t i a l l y of c a t e r i n g and c l e a n i n g , w e s h o u l d be 

e  o n^ej,  ° V  ^ o m these p i l o t s chemes as soon as p o s s i b l e . One o b s t a c l e u n t i l n o w has 

^ * p a i d on b o u g h t - i n s e r v i c e s but not on i n - h o u s e o p e r a t i o n s I p r o p o s e to 
6 t h l  s d i f f i c u l t  ) , y ( s e e b e l o w  

> ^ e d  f d u s t r ^ e 

The • 
\  > l n c ^ U s t r i e s a l r e a d y have e v e r y e c o n o m i c i n c e n t i v e to c o n t r a c t - o u t o p e r a t i o n s 

6 ^is i s f.v  . . . . . . 
n e"bi  H o s t e f f i c i e n t s o l u t i o n . I r e c o g n i s e tha t o p e r a t i o n a l -or i n d u s t r i a l r e l a t i o n s B

t i o n s i n W 

U 1$t̂ . - 3U0, >rn  s o m e t i m e s be v a l i d ; but v e r y o f t en they are on ly e x c u s e s for p r e s e r v i n g the 
e c a s7 j  . ~ ^  ' e for c o n t r a c t i n g - o u t should , t h e r e f o r e , be p u r s u e d d u r i n g 1 9 8 3 , i n d u s t r y n 

ry> P r o b a b l y i n the course of the annua l c o r p o r a t e p l a n n i n g d i s c u s s i o n s . I p r o p o s e at T 

r 7 and d e p a r t m e n t a l o f f i c i a l s c o l l a b o r a t e i n i d e n t i f y i n g the a r ea s w h e r e the 
J gh t be u r g e d to c o n t r a c t out m o r e of t he i r opera t ions . , b e a r i n g i n m i n d the 

•Ust 
t e s p o n s i b i l i t y for d a y - t o - d a y m a n a g e m e n t d e c i s i o n s . 
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a. 
The V A  T a n o m a l y app l i e s on ly to the N a t i o n a l H e a l t h s e r v i c e and c e n t r a l 

government d e p a r t m e n t s . L o c a l a u t h o r i t i e s a l r e a d y have V A  T r e fund led to t h e m . 

N a t i o n a l i s e d i n d u s t r i e s r e c o v e r i t t h rough the i r p r i c e s . I i n t e n d to . l e g i s l a t e m 

the nex t F i n a n c e B i l l to a l l o w the T r e a s u r y to m a k e an o r d e r r e f u n d i n g V A  T to 

government d e p a r t m e n t s and the N a t i o n a l H e a l t h S e r v i c e s , wheere s p e c i f i c 

opera t ions or groups o f o p e r a t i o n s are c o n t r a c t e d ou t . T h i s w i l l r e m o v e t h e 

present d i s i n c e n t i v e to s u c h a c t i o n . 

A t r i a  l r e l a t i o n s . T h e r e is no doubt tha t the unions , p a r t i c u l a r l y i n the N H S 

N H S

the C i v i l S e r v i c e , w i l l r e s i s t any major e x t e n s i o n o f c o n t r a c t i m g - o u t . W e 

a l ready e x p e c t t r o u b l e i n one or t w o g o v e r n m e n t d e p a r t m e n t s . O t b v i o u s l y t h e 

e x e r c i s e canno t be l a u n c h e d u n t i l the p re sen t p a y d i s p u t e i s resco lved; b u t i n 

genera l , I t h i n k w e mus t f ace up to these d i f f i c u l t i e s as t h e y a r i s e . 

c. 
M a n a g e r i a l o b s t r u c t i o n . T h e r e is unde r s t andab le r e l u c t a n c e on :the p a r t o f 

managers to g i v e up any p a r t o f t h e i r f u n c t i o n s . We must t a k e e v e r y o p p o r t u n i t y 

^ coun te r th i s by p o i n t i n g to the e f f i c i e n c y gains w h i c h h a v e a l r e a d y b e e n 

secured i n some a reas by g r e a t e r use o f the p r i v a t e s e c t o r . S o m e o f these i s sues 

a " e c t a l l four s e c t o r s , and the D e p a r t m e n t s c o n c e r n e d w i M n e e d tto r e m a i n i n 
c l ° s e t o u c h and e x c h a n g e e x p e r i e n c e as the o p e r a t i o n p r o c e e d s . T^he T r e a s u r y 

oan make s u i t a b l e a r r a n g e m e n t s . 

C i v i l S e r v W . H P P l a t e d B o d i e s redundancy C o m p e n s a t i o n ) B i l l ; S o m e of t h e a 

w ° r k C a b i n e t c o m m i s s i o n e d on 25 N o v e m b e r ra i ses issues o f i m p o r t a n c e i n t h i s 
C o n t e  - p a r t i c u l a r l y on the N H S and i n d u s t r i a l r e l a t i o n s . T h e T r e a s u r y w a l l x t

c o - o r d i n a t e the t w o e x e r c i s e s . 

I i invit 
e the C a b i n e t t o a g r e e : s e c u r e f u r t h e r 

•nrf c o - o r d i n a t e d d r i v e tha t the re s h o u l d be a ma jo r and 

c o n t r a c t i n g - o u t i n t he p u b l i c s e c t o r ;  as part , o f v i g —

v C i v i l S e r v i c e shou ld oethat the p o s s i b i l i t i e s i n the  U «+ ^ v 

the r e v i e w o f C i v i l S e r v i c e m a n p o w e r a f t e r » s t u d i e s i n 

that the H e a l t h S e r v i c e M i n i s t e r s shou ld i m p l e m e n t the p r o p o s e d p 

r e g i o n a l h e a l t h a u t h o r i t i e s ; 
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that w e shou ld c o n t i n u e to u rge l o c a l a u t h o r i t i e s to c o n t r a c t - o u t o p e r a t i o n s 

wherever p o s s i b l e , 

that o p p o r t u n i t i e s for c o n t r a c t i n g - o u t 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 s h o u l d b e 

Pursued, e i t h e r as pa r t of the e x a m i n a t i o n o f the 1983 c o r p o r a t e p lans for e a c h 

l n d u s  t r y  , or s e p a r a t e l y . 

that I should , t o g e t h e r w i t h the M i n i s t e r s c o n c e r n e d w i t h t h e H e a l t h S e r v i c e , 

l o c a l a u t h o r i t i e s and n a t i o n a l i s e d i ndus t r i e s , r e p o r t p r o g r e s s to C a b i n e t i n M a y  , 

a t the same t i m e that the C a b i n e t cons ide r s the o u t c o m e o f the C i v i l S e r v i c e 

Manpower e x e r c i s e . 

that I s h a l l i n c l u d e a p r o v i s i o n i n the n e x t F i n a n c i a l B i l l t o a l l o w the T r e a s u r y t o 

^ a k e an o rde r r e f u n d i n g V A  T to g o v e r n m e n t d e p a r t m e n t s and the N a t i o n a l 

H e  a l t  h S e r v i c e and 

h. 
a t the w o r k on the issues c o n c e r n i n g c o n t r a c t i n g - o u t r a i s e d by the C i v i l 

e r v  i c  e E t c B i l l w i l l be c o - o r d i n a t e d w i t h th is e x e r c i s e by t h e T r e a s u r y . 

G . H . 

lO-
a SUry 

er  i 9 8  2 


