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ittee considered memoranda by the Secretary of State for Energy (E(81) 57)
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Central Policy Review Stats i by the Chief Sec retary, Treasury, (E(81) 58) on the finances of the
4 . and by

ard 1981-82.
SECRETARTAT National Coal Board in

r Robert Armstrong |
Le Cheminant |

and conclusions reached are recorded separately.
P
D J L Moore \

Their discussion

Si
Mr
Mr
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2 LOCAL GOVERNMENT EXPENDITURE

1} The Committee considered memoranda by the Secretary of State for the
Environment on local government expenditure in England in 1981-82 (E(81) 52),
the future of the rating system (E(81) 53), and the proposed Accounts
Commission for local government (E(81) 54); and a memorandum by the
Secretary of State for Wales (E(81) 56) on local government expenditure

in Wales in 1981-82.

THE SECRETARY OF STATE FOR THE ENVIRONMENT said that in January 1981 he

bad issued to each English authority specific volume targets for 1981-82

of 5.6 per cent below their 1978-79 levels. The authorities' April

returns showed that in total they were planning to overspend by

£1;350 million in 1981-82; with allowance for shortfall, this excess

Bight be reduced to £950 million. It had been announced in the

Public Expenditure White Paper that the Government expected local

authori ty current expenditure in Great Britain to fall by a further

Lper cent, ip 1982-83 and 4-1 per cent in 1983-84. Unless the

Government yere to abandon its public expenditure targets for local

Wthority current, expenditure, it was now necessary to take action to

feal with e

shoulg founce on 2 June, in Parli t and at the Consultative Council
e, in Parliamen

o0 Loca) Gover

(!
ach Submj ¢, e

Prospective excess in 1981-82. He recommended that he

mment Finance, that the English local authorities should
Recesgary Vised budgets to him by mid-July and e that, it~
1981, ? B vas willing to hold back up to £900 million grant in

= Grany would not be withheld from any authority which kept

ii 3
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its budget within the target set, but would be withhelq on

a slig
scale, related to the amount of planned overspend, frop other ng

authorities., Decisions on the detailed application of thig o1
5 . 2 % 1e
could be taken by the Committee in July in the light of the i y
Seq
budgets. He judged that to threaten to hold back any lesgeyp “
ount

of grant, say £300 million, would be ineffective, He Tecognigseq

that this action could lead to substantial rate increases, ang tha |
the Government would be blamed for this. It was, therefnre, Decegs,

< ry
to announce at the same time the Government's intention to introdu“

medium-term measures for improving the rating system and in"easing the

53 ang
54, and by announcing a longer term study into the alternatives to the

discipline on the local authorities, as he had Proposed in E(Bl)
rates.

In a preliminary discussion of these proposals the following were
the main points made —

a. While it would be necessary to take some corrective action,
the Committee would need to consider very carefully the impact
both on services, particularly education, and on the rates, of
withholding as much as £900 million of grants. Labour-
controlled local authorities would make the most of the opportuiiy
to blame the Government for supplementary rates, some of which thef
would have levied anyway. Sixty per cent of the burden would fall*
the non-domestic rate Payer and could add to unemployment; the
options put forward by the Secretary of State for the Environmes®
in E(81) 55 for reducing the burden on the non-domestic rate Par®’
would need careful consideration, i
. The proposed system of penalties was unfair, All but t¥0
of the shire counties, for example, were above their volume
targets, but 17 of them were spending below their Grant B"l“ad.
Expendi tures, Further consideration should be given to °’°mptll?',
such authorities from penalties. Since the Inner London Baues”

g
. o 40
Authority (ILEA) had virtually no mere grant to lose, the ¢

(e e +
Mt vithholding grant generally would be to transfer the pens!?
Rl oo Ede v o :

. TLEA's overspending to the shire counties, Expenditure in
tffg_yt) had been chosen as a basis for the volume targets since
i was a year in which many authorities, irrespective of
‘bj:ncul control, had spent heavily, but the basis was to some
pownc arbitrary and had the effect of penalising some shire
:):un(ie»“ with a good record of making expenditure savings,

discussion, said that the Committee

mHE PRDME MINISTER, summing up
4 had time to discuss in substance the major and complicated
had no

in the memoranda before them. They would resume their dis—
issues ‘

ion in two meetings which would be arranged in the week beginning
cussio! o

18 May.
The Committee -

Agreed to resume discussion of Local Government Expenditure
at further meetings on Tuesday 19 May and Thursday 21 May.

Cabinet g qq

15 May 195)
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CONFIDENTIAL
1 NATIONAL COAL BOARD FINANCES 1981-82
The Committee considered memoranda by the Secretary of State for Energy
(B(81) 57) and by the Chief Secretary, Treasury (E(81) 58) on the finances :
of the National Coal Board (NCB) in 1981-82.

|
: |
THE SECRETARY OF STATE FOR ENERGY said that the NCB's External Financing §
Linit (EFL) for 1981-82 was £886 millton. This was inadequate, mainly # o
because of the increasing costs of financing stocks while produ tion continued
to exceed sales and because of the need to meet the commitments !?;9!@-‘;%-&“
February in the tripartite discussions between the Government, ‘the NCB A,l(?}” j
the National Union of Mineworkers (NUM). The cost of these M’“’%W“ﬂ!, ,i
and in particular the withdrawal of the accelerated closure Pprogramme L i :
the measures to reduce imports, had been publicly stated
¥ith the Government's knowledge, at £100-200 lillfﬁ'n in
vear. The Board now proposed a revised EFL of £1,406

Investment of £994 million; that is, the same inve
in 1980-g;

the neeq o ¢

In considering these proposals, it
ulfil the undertakings given in ’qhe?
I8 controntation with Dot against
;:tly concessions. He recommended that the 1
m“:‘f‘izlv'«’oo million, with capital investment
e :“!'el.! Were substantially below se
o Ntailed ap element of risk. In his
“Q\lcti::l? 00 great a risk of provoking
0 the Board's bid for capital
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grounds that £825 million was a small increase in money 4,

A i : Tmg o
expenditure of £805 million in 1980-81, The EFL could pe byt :,. ““1;
o

iy
than g, "
4 4 on gy 5 ‘Ptr
mines to enable a reduction in the rate of 5t°°k'b\1i1ding. Re fu,t:hn‘

ey

H si"‘&h
ek g
€ the g, |

£1,200 million if there were a lower assumption for wages

cent assumed by the Board, and some reductions in Product;j

recommended that there should be legislation to Provide for , ot
revenue support grant to be paid before profit and loss were g
Board's accounts. This new grant should be at a leye] to enap)
to achieve break-even by extra effort. On present estimateg th

3 |
is pog
a level of £450-500 million in 1981-82 in addition to social ar il

ants op
£100 million; these grants would be found from within the EFf, He
= Wthy
Taking

d to dey) |
with the Board's immediate and short-term problems, and he would bring
forward further proposals later in the year for the size and shape of 4,

industry in the longer term.

recommended that full use should be made of existing powers for
deferred interest loans to the NCB, These measures were designe

|

THE CHIEF SECRETARY, TREASURY, said that he recommended an EFL of £1,100x
The increase of £214 million over the present provision would be a charge «
the Contingency Reserve and would be in line with the top of the range of
£100-200 million which the NCB had publicly given as their estimate of fi
costs of meeting the undertakings given at the tripartite discussions. I
would be for the NCB to decide how to keep within this EFL, but the redut
might come from capital investment, increases in export sales, higher
reductions in production at the continuing pits, and improvements in
efficiency and cost savings. Provision for capital expenditure should ¥
kept at £765 million vhich was the level of the existing BPPi"""l 6 551
representing 85 per'cent 'of 'thé tota) envisaged a year ago. To maintd

. 5 Tt
investment at this level Tepresented a substantial concession, since ¥ |

was no justification in investing in new capacity when production & cofllf'
vas expected to out-run demang Up to 1990 and when the industry was “"‘"ln
to accept closures of o1 high cost capacity. He agreed that there !l'““l%
2 single new grant to Teplace specific operat: %
that this was Paid after the Board had struck
otherwise the reality of the Boarq!
impression given of the state of th,
tion of the details,

ing and geficit grants’
profit and loss in W“a.f"
s heavy losses would be obscured
eir finances. Subject to furthe’ . o
he agreed with the proposal for deferment of 2

2

jncipal as well as of interest, provided that the Board's EFL were
of loan X sake sccount of the payments of interest deferred; otherwise
:S;:d in effect be an increase in their EFL and in public expenditure.
er
» ’ >re the main points made -
In discussion the| following werq g
' In looking at the size of the EFL of £1,100 million, care should
:; taken to avoid unrealistic assumptions for pay in order to make
apparent room for increased investment; that could lead to further

pressures to increase the EFL later in the year, when the pay settlement

was made.

be The NUM attached importance to increasing capital investment in
mining in order to preserve and create jobs. A cut would be provocative,
and could encourage militancy in areas which at present stood to benefit
from new investment. The considered view of the Board was that invest—
ment should be of £924 million; they were unlikely to support proposals
for anything less, and they would argue that this would reduce the
possibilities for reinstating the closure programme and for securing a
satisfactory pay settlement. The outcome of seeking to cut investment
too far below that figure could thus be further confrontation with the
NUM and higher costs than if the proposals put forward by the Secretary
of State for Energy were to be accepted.

¢ An EFL which was pitched to minimise the possibility of confrontation
would be too costly; and, if it were to be readily accepted by the
iudusfry, there would be less opportunity to increase public understanding
of the financial situation of the NCB and of the need to act on it. The
right course was for the Government to deploy its case in discussion with
the NCB and to negotiate an EFL which was reasonable and defensible but
9% 50 low as to lead inevitably to major and costly confrontation. This
Pointed 4o opening the discussions somewhere below the £1,100 million
PToposed by the Cjet Secretary, Treasury, but with freedom to move to
that figure it necessary. An EFL of £1,100 million could be represented
8.8 Substantial concession to the industry, by comparison with the
Fresent figure of £am6 million, and consistent with the undertakings
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iven at the tripartite discussions. The fact that inve,
giv

i i oy i ttee =
lower than had been envisaged before the trlpartlte disOnsSio oy The Comu

n
be justified on the grounds that the closure p“lrulne i be: o,
n

hat the National Coal Board's External Fi{xanging Limit
Agreed tha d be revised to no more than £1,100 million,
i for the ve enero iy, . _82 should
B i dtﬂl:en : bling :i fg,he P o Telungay, ton, g
i o a tre Tevig 9 ‘ :
now offered which had le S rate o Wi Invited the Secretary of State for Energy -
i X n o
redundancies. o
i Prime Mini 1 ing up of their
&b ded by the Prime ,\lxn?ster S summing P
Thers vas'in/prinoiple s good case for Titining oy high o L cussion in his Srrilis negedit e with the National Coal
= = Stogy, discussio:
by encouraging more exports of coal. When OPPortunitieg hag L Board.
1
presented to them, however, the NCB had been *TOW o respong Sd by ; agree with the Chief Secretary, Trea§ury, wha;; should
failed to quote competitively. The disadvantage of letting then g, u.ﬂ zo~1;)§rovéﬂ level of capital investmant falIooisio!
3 i be the &
their prices with the objective of clearing stocks was that thi, -
i ici a si t, to replace
effectively lead to subsidies of electricity used by the OVerseas 5. Agreed that there should be a single new grant, P
competitors to British industries.

pecific oper: i aid
ifi ating and deficit grants, and ‘:,hat this should be pai
k 1 striking profit and loss in the Board's accounts.

after

; - . : b 1 1 d deferred interest loans
) summing up the discussion, said that t ap 4 shonta : 1
a2 ' ::’f 1981 s: hould not exceed £1,100 million, and th | S o That the pares deferreillanosiy count ag;nu;;; their
oo b i ik “ | ucRchatipayment g i 1d be reduced accor .
1though he had authority to move up to that figure, the Secretary of St External Financing Limit which wou
altho
for Energy should open his negotiations with the NCB by putting the argms

for a lower figure. It would be for the NCB to decide what were their pric
in limiting their financing requirement to £1,100 million, or less; bt 1‘.
important that they should not seek to make room for additional investser!
making unrealistic Pay assumptions which could then lead to demands lor.:ml
further increase in their EFL, following the miners' November pay settle

: incre!!i“f
The Committee were generally sympathetic to the arguments against

Cabinet, O0ffice
the capital investment approval

114 but the
beyond the present £765 mlhon.'b:. Gl Babiges
Secretary of State for Energy should reach agreement with the Chie

t
A ced ¥
Treasury, on the Precise figure to be approved. The Committee agr

there shoulg be a single ney grant,

and deficit grants, and that this sh
their profit and loss account,
interest deferred shoulq count a

accordingly,

{4
to replace the present specific ol:::
ould be paid after the Board hnds o
They further agreed that any Paymentbe re¥
gainst the Board's EFL which should

It necessary,

and in the light of devel
should report

further to the Commi ttee,
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