PRIME MINISTER

MEETING WITH SECRETARY OF STATE FOR TRANSPORT

Mr. Ridley is likely to raise the following topics at

his meeting with you.

British Airways/British Caledonian

See David Wolfson's note about this,attached

at Flag A and Policy Unit advice at Flag B,

British Airways Privatisation

Mr, Ridley is considering the possibility of
proceding without legislation, It might be
possible to apply to the Companies Court for

a write down of capital., This would mean

that the timetable could be speeded up,

but there is a significant risk of accusations

of privatisation by the back door.

National Bus Company Privatisation

Mr. Ridley is inclined to go slow., There is
no prospect of legislation this session so
he would prefer to take time to get the
competition framework and the subsidy regime

right.

London Transport

Mr. Ridley is worried about concessionary
fares, The Boroughs are supposed to be taking
over responsibility when the GLC is abolished.
They are using this as a lever to oppose
abolition, and Mr, Ridley is some way from

a satisfactory solution.

/ 5. Non-rail transport




DAVID BARCLAY

17 November,

Non-rail Transport Subsidies

The Secretary of State believes that transport
subsidies other than rail subsidies (which

he regards as inevitable) provide at best
indeterminate value for money. He may

propose a measure of transfer of resources

from revenue subsidies to highway construction.

Ministerial Responsibilities

Finally, Mr. Ridley may wish to raise with
you the possibility of some reinforcement

of his Ministerial team at the Department of
Transport.

1983




10 DOWNING STREET

Prime Minister. Nov.15, 1983.

You are seeing Nick Ridley and will no doubt discuss British Caledonian's
offer for British Airways routes.

The Policy Unit have advised you to ignore Adam Thompson's bid. Ivan Fallon
would advise you differently. I draw to your attention that there are, in

my opinion, two sides to the case. A Privatised British Airways, with over
80% of the market, making €150 Million per annum, would be able to destroy
British Caledonian whenever it chose. The threat implied by a near-monopolist
would be enough to inhibit competition.

There is a real dilemma: speed of privatisation, and simplicity, may speak
in favour of leaving British Airways as it is, but the creation of a properly

competitive market for British Scheduled passengers favd?s a partial break-up
sale before privatisation.

I feel sure that we are going to face continuing attack on the Health Service
over the next two years, during which time hopefully better management

will be introduced to help the service provide more for less. While Walter
Goldsmith has all the talents to head the management team, his political vib-
rations would be of the "axeman" variety. On reflection, I doubt that Re
would get a real chance to do the job. The fears of privatisation of the

NHS would run riot, and a less publicly right wing choice seems more likely
to succeed.

g;cu.

David Wolfson.
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BRITISH CALEDONIAN - A BITE OUT OF BRITISH ATRWAYS? |

The BCal "offer" made public last Friday (to purchase some of

P ————
British Airways aircraft and to take on some of their routes) is

one-tenth substance and nine-tenths an enterprising piece of public

relations for BCal.

The substance of BCal's statement is that, throughout the many years
over which British Airways have received huge subsidy from the tax-
payer, BCal have had to survive without support. Related to that is

——

their fear that, in order to privatise BA, Government will write off
accumulated debts of over £1 billion and launch it into the private

—— e

sector with an unfair advantage of routes, aircraft and balance sheet.
r_—_—'—-—h——\__

The BCal case is vulnerable at several points:

1 The restructuring of BA's balance sheet is not yet worked out,
but it is very unlikely to be_gggg_gzgg at the date of flotation. 1In
any event, it is difficult to see why the removal of BA's subsidy prop
in the future will put BA in a stronger position or BCal in a weaker
one. It is equally difficult to see why the taxpayer's past
involuntary contribution should be turned exclusively to BCal's

advantage.

2. Route allocation is determined by the Civil Aviation Authority
in a quasi-judicial way. If BCal is unhappy with its present route
structure centred on Gatwick, Government cannot act directly to satisfy

the airline, unless it wishes to pass new primary legislation.

BCal must know that the Government's policy, oft repeated, is greater
liberalisation of product markets. In air transport, Shuttle has

already been opened up to competition against representations from BA.

BCal's "threat" to leave Gatwick is not something on which Government
should act. (In fact, the moral here is not to privatise Gatwick and

Heathrow together: they must compete).

5. BCal submitted their case to the Department of Transport in a
sizeable document some three weeks ago. It is curious that they should
\mmke their proposal public while it is still under consideration.

Certainly BCal lay themselves open to suspicion of a public relations

stunt.
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If Government nevertheless wish to consider making some gesture

towards BCal, they must recognise that:

the other private sector UK airlines would hold

out their hands too

even a voluntary agreement by BA to hand something

over would require CAA approval

the disruption to BA's operations would inevitably

delay privatisation.

Policy and tactics dictate that Mr. Ridley should turn down

Sir Adam Thomson's offer.

ROBERT YOUNG
7 November 1983
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MR. TURNBULL c Mr Alison/M

Meeting with the S/S for Transport

Since I dictated the attached note to you about the Prime
Minister's meeting next week with Mr. Ridley, Dinah Nichols
has suggested two further topics.

They are:

NBC privatisation - Mr. Ridley is inclined to go

slow on this. There is no prospect of legislation
in the current session, so he would prefer to take
his time in getting the competition and subsidy
framework right.

Non-rail transport subsidies - Mr. Ridley may express

a general view that transport subsidies (other than
rail subsidies, which he regards as inevitable)
provide indeterminate value for money. He may say
that he is aiming to transfer resources from
revenue subsidies to highway construction.

11 November 1983
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MR. TURNBULL

MEETING WITH THE SECRETARY OF STATE FOR TRANSPORT

The Prime Minister has agreed to see the Secretary of

State for Transport next week.

I understand from Dinah Nichols that he is 1likely to

raise three topics:-

(i) British Airways Privatisation - He is considering

the possibility of proceeding with BA privatisation
without legislation. Apparently it would be possible

to apply to the Companies' Court for a write down of
capital. This would mean that the timetable could be
considerably speeded up, so that flotation could proceed

at a decent interval after British Telecom, or at the

time currently scheduled for British Telecom if this

slips. On the other hand, there must be a considerable
risk that such a procedure would be criticised as unfair

circumvention of Parliament.

London Transport - Mr. Ridley will wish to discuss

particularly concessionary fares. As you know, the
current proposal is that when the GLC is abolished the
London Boroughs should take over full responsibility for
concessionary fares. This is a sensitive political
issue, which the London local authorities are exploiting
in their opposition to local government reform, and

Mr. Ridley is apparently by no means confident that

a satisfactory solution is at hand.




Ministerial Responsibilities - I understand that

Mr. Ridley may also ask the Prime Minister for
some reinforcement of his Ministerial team at the
Department of Transport, to reflect his enlarged

responsibilities.

DAVID BARCLAY

11 November 1983




