CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
0Ol-233 3000

PRIME MINISTER ‘VI

PRIVATE FINANCE

Your personal minute of 28.__,561)! commissioned a fresh review in E(DL) of progress and

prospects on privatisation for action in this Parliament and preparation for the next. In

my letter of 11 Auglst to the Home Secretary I also invited colleagues to report by the
end of October on progress with contracting out in the wider public sector, and on further
measures which might be taken. Inm these two exercises, I asked my officials to
prepare the attached report on progress on the introduction of private capital into the

public sector.

i The criteria for the direct introduction of private capital into the public trading
sector were worked out in NEDC last year. We are pressing forward wherever there
appear to be advantages to compensate for any additional cost. The picture is quite
encouraging. Although the number of schemes which have so far gone ahead is limited, a
number of new ideas are coming forward and being examined. I am sure that colleagues
should be on the look out for more, especially as they prepare the planned reports on
privatisation and contracting out. For example, there may be cases where immediate

privatisation is not possible but a joint venture might be a helpful interim measure.

Fe Progress on the use of private capital in the public services has been slower but
there are one or two relatively well-known examples eg the experimental work going
forward on road construction and maintenance. But I am sure that more schemes could be

found if the scope for them were to be examined imaginatively and thoroughly.

4. If there are other examples and areas not mentioned in the attached report, the
——— ——
Treasury would be only too willing to look at them.

——

—

=5 I am copying this letter to other members of Cabinet, to John Sparrow and Sir

A

(G.H.)
2 7T August 1982

Robert Armstrong.
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monopoly sony, the sz 3GC's onshore and offsh
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(e) Coal

9. Department of E iew remains that any movef of this kind are
likely to run into st g ition from the NUM and that for that

reason alone they shot ot be pursueé this year.
Electricity
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11. A consultants' report on th bility of major combined heat and
power schemes in up to nin ities will be coming forward this month
but the forecast rates of mturn do not look likely to be attractive

generally to private investment.

Departiment of Industry

(a) British Telecommunications

12. The decision to privatise British Telecommunications effectively
overtakes any proposals for introducing private capital into BT through
such devices as the BT Bond. By exposing BT directly to market forces,
privatisation obvates the need for other more artifical devices intended
to bring such pressures to bear, provided we continue to press ahead with

our plans for liberalisation in cther directions.
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13. 1In the case of the Post Office the Secretary of State for Industry
18 reviewing possibilities, including a programme- of disposals or join
ventures for the Crown Offices, joint ventures in the parcels field
setting up a property subsidiary with private participation to manage

the Corporaticn's property estate.

(c¢) Other Industrie

14. 1In the case of steel and ship builders, the object of policy is
to move as rapidly as possible towards a situation in which total
privatisation is possible and to dispose of parts of the businesses,

where possible, on the way

The object is to privatise as soon as practicable.

(b) British Airports Authority

16. A joint BAA/DOT/Treasury Working Group is to examine in detail the

two most promising ideas for private sector finance to emerge from an

i
examination by merchant bankers. These are i) a performance bond on the

lines recently proposed for BT and ii ) qui finance linked to income
from duty free and other airport concession The working group will
report in October.

Department of the Environment

(a) Water

17. The Secretary of State for the Environment is keen to see the
introduction of private finance in the water industry but the main
proposal examined so far - a private sewage treatment company for
Merseyside -~ seems to offer little or no scope for efficiency savings
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or other benefits to outweigh the extra cost of private finance.
the conclusion follows from the ysical characteristics of this
particular scheme and would not necessarily apply to other areas of

water authorities' activities.

18. The criteria are clear cut in this area but the responsible

authorities (whethe ' or local government or authorities such as
the NHS) will want to ensu either that the involvement of the private
sector imposes no extra outlay that where it does, this is outweighed

by greater efficiency,

Department of Transport

(a) Roads

Ol

19, 1 lowing discussions in E Committee the Secretary of State

Transpo has been authori to consult construction companies a:

other interests abo the )ssibility of tapping private sector capital
as a reinforcement nventional public sector fundines of road

construction.

20. The scheme that has figure 10st in these consultations and in the
work of the Civil Engineerings EDC i me in which the private investment
-+

would be remunerated by a royaltv pe reh i > pai y the

for a fixed period after the

21. Until the resulis of the consultations are known the additional cost
which may be involved compared to conventional fundings cannot be assessed
nor can the efficiency gains to be achieved. But the construction

companies opening position is that the privately financed project should

be additional to those financed by conventional public expenditure and

should benefjit from ) -y
/ cuarantees from the Government as to their minimum rate of return.
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22. A number of local authority privately financed road schemes have
also been put forward, their justification is not entirely

local authorities may see them as a way to avoid capital contro
Department of Transport and the Treasury are discussing

be handled.

ment of the Environment

Governmen Construc'ig_

A decision was taken earlier
rnational Conference Centre with
recently, the Secretary of Sta he Environment

hat the Bridge Street Site should

The scheme has yet to be ex

24. VWhether private funds would be good value depends largely on whethe

substantial part of the buildinsg will be occupied by the public secto

(in this case Parliament). If so, then public funds for at least part

the development would almost tainly be the cheapest
the other hand, the develop,ﬂ Aeh cu _ied almost

te would appear

Inner Cities

=

25. The Secretary of State for the Environment has also been making
considerable efforts to attract more private finance into the inner
cities. He has invited local authorities to bid for the new Urban
Development Grants, announcel in the Budget, which will be paid towards
projects offering a high contribution by the private sector. Bids

have been invited by the end of September for implementation in 1983-84.
A similar scheme was operated for derelict land grants in 1982-83 and
about £10 million of grant is likely to be paid out on development
projects involving more than £70 million of private money.
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A number of schemes for the use of private finance in housing
sociation projects are under consideration. In most cases, schemes
offer no offsetting benefit to the higher cost, in terms of Government
grant, of usineg private finance. However, approval has recently been

given to a pilot scheme in 1ich an insurance company will finance
most of a housing association shared-owner project instead of the
housing corporation in return for a claim to capital appreciation on

the remaining share of the property.

(d) Other

27. The Department of the Environment a ntly published a
pamphlet '"Bringing in Business" which describes iety of individual
schemes in which local a

or have worked together in partnership with priva

financial institutions.

institutions, developers

to eucouraze them to exploit the n imilar opportunities that exist.

Department of Industry

Factory Building

28. Discussions hs place between officials about the appropriate
criteria for greater private sector involvement in the Government's
factory building programme. It has been agreed that short term rent
guarantees and leases may be appropriate ways for the various agencies
to act as catalysts in stimulating the private sector to invest in areas
where they would otherwise not contemplate doing so. But long term
lease backs and the various tax based schemes of finance offer little
more than a more expensive way of raising Government finance.

Department of Health

29. For the near future policy is to encourage provision and financing

it
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of health care in the private sector rather than privatisation of

the NHS itself or to seek private financing for NHS development.

However privatising the general opthalmic, dental and pharmaceutical
services is under consideration. So too are various aspects of

contracting out: these could have particular importance in this

ared.

HM TREASURY
19 August 1982
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