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[NDUSTRIES: 1981 INVESTMENT AND FINANCING REVIEW
SED LNVUS

L r{ONALLS ok o
it # . discussed 2 Memorandum by the Chief Secretary, Treasury
e Camﬂ’,tt"‘l o Note by the Central Policy Review Staff (CPES) (E(81) 81)
O d . -
';ul) M) NT onalised Industries' Investment and Financing Review.

1981 Natl
he
SGORETARY, TREASURY said that the nationalised industries had put

Iﬂfcmﬁ ternal finance which exceeded the cash equivalent of the

d bids for eX

T the 1981 Public Expenditure White Paper (Cund 8175) by £2.5 billion
n
figores 1 £5.2 billion' in  1983-84 and £3 billion in 1984-85, The
geagyre = i i
in 198 lyhids were partly the result of higher investment plans but mainly
addmom

e result of lower forecasts of rfna\'r‘;nuo and internal resources, because of

he recessions There might be additional pressure for increased external
imnce vhen the plans of the British Steel Corporation, British Shiphuilders,
émish Rail and the National Coal Board (NCB) had been fully considered; and because
#e industries' assumptions on the speed and size of economic recovery were
Jpzmisticﬁffsettiug cuts on other public expenditure programmes would

% dumaging, but if the nationalised industries' bids were allowed without
sffsetting cuts they would lead to higher taxation and interest rates to the
istrinent of private industry. He was prepared to agree to an increase of

{730 million in each year from 1982-83 to 1984-85 in the external finance
imilable to nationalised industries with an offsetting reduction in the
lontingency Reserve, as a response to the adverse trading circumstances in
Wich most of the industries found themselves; but to go further would be to

“ndone the industries! continuing unwillingness to make the kind of
Hjustment g which tight
595[0!’-

economic circumstances had forced on the private
The £750 million might be allocated; and the industries' forward

tang poy g
. * Tevised downwargs (by £1.75 million 4n 1982-83, £2.45 million in 1983-84
235 in 1984_g5)

s in one of three ways. The first would be to restrict
4 dustrieg

investment in 1982-83 and 1983-84 to 85 per cent of the
175 and to a broadly similar aggregate figure in 1984-85,
o the industries that the Government would be prepared to

s Cung g
g it cleap
ong highey

Mergy evels of investment only to the extent that they could be
ased interna] resources. This was the only certain way of
1ons in the industries' demand for external finance; its

€ wa s
® that the industries would present it as a damaging assault
expenditure 2

i inepg
i

clueving Yodugt,
i e
dllld ity

i) g

The second approach was to seek reductions in the

i
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industries' forecasts current costs of about 5 Per cent
in 1083-84 and 5% per cent in 1984-85, with the industyrg
what changes to make in their plans within the limiteq H
allowed. Reductions in capital programmes shoulq A
that reductions in operating costs were unobtainable,

on the industries' greatest weakness relative to the pr

in 1982%3,

€s lepy o E:Er (1
dditiony) “'u;de
take Place 4 £y

i e
This Pprogy ety
lvate Sector, on g

e
teq tay
for €Xtry “%
The thirg Otiog
er cent ;
and 6 per cent in 1982-83, 1983-84 and 1984-85 respectively frop

industries in order to limit the reductions required from those

other hand the savings might not be achieved if the ind“ﬂ-ries o
Otmm -

much of their investment at an early stage and then came back %

if they failed to make forecast savings in current costs,

which he favoured, was to seek current cost savings of 6 P 8
? ZaPer Ceng
most

MOSt expogey
Which pag

€8s Whichey,,
option was adopted it was necessary to take decisions now so that the industyi,

could be told of them before the summer holidays and base their revised

to market forces, whose room for manceuvre was most limited ang

already taken steps to cut back their investment and labour fore,

forecasts for 1982-83 and later years on the amount of external finance likey
to be available.

MR IBBS said that the CPRS recommended that the increase in nationalised
industries' external finance above the Cmnd 8175 level should be limited to
£750 million by selective cuts, broadly on the lines of the third approach
which the Chief Secretary had described; although there might be practical
difficulties, for example union pressure, in concentrating the heaviest
cuts on the current costs of non-competing industries. Each industry should
be expected to find cuts from working capital, current costs and fixed
investment, roughly in that order of priority, with planned invéstment left
a¢ fear intact as possible. The Government should hold back investmet
approval beyond the 85 Per cent provisional authorisation for 1982-83 li’red
each industry until it produced a detailed plan for delivering the uqﬂ:r
overall savings; this was the only way in which the Government could P!
sufficient Pressure on the industries,

The following were the main points made in discussion -
sn ot
s

. t
8.  There yag undoubtedly scope for substantial mroveﬂ"m achie"®

in

the nationalised industries, Yany private sector fim? i
OPerating cogt reductions of the

12
same proportion as those sough
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A number of industries were assuming annual
cnief \.L,Cre“‘:‘; pay bill of more than 10 per cent. On the other
(poreds®® in as no point in setting unrealistically low external
yands there.""ts (EFLs). Nationalised industries were constrained in
fina“”i"“ llm:mw industry was not: they could not be wound up; some
ways which.j:re““m“_“ or obliged to trade on adverse terms, for
sere kept;;ocinl policy. There were significant differences in the
reasons "nces of individual industries; and some were not seeking to
cirC“‘"Z:athe provision made for them in Cmnd 8175. Simple formula
::z:e:hould therefore be avoided.

b, Plans for productive investment by the nationalised industries
Jhich vas likely to earn the required rate of return should not be cut,
Such investment should not be regarded as "crowding out" investment by
the private sector. On the contrary, private industry and employment
vould be adversely affected by reductions in nationalised industry
investment. There was support in the City and elsewhere for seeking
ways to finance A profitable nationalised industry investment outside
the Public Sector Borrowing Requirement (PSBR) and thus shielding it
fron the effect of cuts in public expenditure. Reductions in productive
investment by the industries would also tend to cast doubt on the
Government's assertions that the economy was beginning to emerge from
the recession and to discourage private sector investments. On the

other hand, increased investment accounted for only some £400 million

of the industries! additional bids for 1982-83, and the Government

¢ould thus present an increase of £750 million in the industries'

tbera) finance ag more than allowing for their planned investment.
:;Ka:’:::vas a danger that nationalised industry managers vnul\it o
- um: attack on their competence attempts by the Governmen
iMuat >
Went
Agg, :
vit“n:::m::d:::lﬁl be questioned: y ot kil
0vg, bt 1 ll‘les, not a confrontation which Vol..!ll‘.l lead to ”
ook, €ing blamed for every unpopular decision which an industry

Perating costs could be held to a lower level than the
Tles themselves expected. Sponsoring Departments should try to
1, .

Y Particulay respects in which the industries' forecasts and

what was wanted was a reasonable disct gsion

129
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d There was scope for more use of managemens, S0

nsulmnt! iy
theip

assisting the nationalised industries to increage

efficiency; in particular there was a Strong case fon an
ear]y

investigation into the NCB, The Monopolieg and Me!‘ge"

Commission (MMC) already employed consultants in

. ts Investigny,
of nationalised industries, and their findings coy Long

1d be °“°rced.

¥ but

s o ‘:h.lleng“t
and criticisms of, their management, and in some cageg S oy 0,
ght

ind ways of
T¥y Which

ubstantial
operating savings; the suggestion that they might be used to

investigate the efficiency of some of the nationalised industyieg

the industries tended to regard MMC investigations

achieved by consultants who worked with management to ¢
increasing efficiency. The American firm Theodore Bay

followed this approach, had never failed to identify g

bad been first made in November 1980 and it was disappointing thyy
Departments were still unable to reach agreement on this,

THE PRIME MINISTER, summing up the discussion, said that the Committee
agreed that an additional £750 million should be provided for the nationalise
industries' external finance in each of 1982-83, 1983-84 and 1984-85 and that
every effort should be made to eliminate their demands beyond that level

so that figures for 1982-83 and for the later years could be set on a basis
consistent with the Chief Secretary's proposals. The Committee preferred
the third of the Chief Secretary's options for allocating the additional fuit
and distributing savings subject to the points made on it by the CPRS.
Ministers should discuss with the industries they sponsored how those savings
could be achieved, taking into the circums of edch industry:

- the likely Tepercussions on private sector industry and on other public
expenditure programmes, and the scope for squeezing ef'u'""t COBEE by‘m:;
realistic assumptions for increases in the pay billLby imp!‘o'ements in Vs
comparatively poor record in finding operating savings of those i.ndﬂ!“mld
vhich were not exposed to competitive pressure. Each sponsor Minister
alter the balance of overal] savings between his industries if be °h°”;
industries should be told that the Government would hold back mem;:r ad
approval in 1982-83 beyond the BSaperisant provisional .“thorilltion

i
industry ungiy they produced detaileq plans for delivering the "q:hi gse o
savings, The Comittee a1 e :

for ‘dd'm
Management consultantg ti?®
278 20T improving the

80 agreed that there was more Scope

i
» Mot necessarily reporting to the MMC

osts O
lffisi.ncy and redu the ,,p.;-.tinc ¢
industrig,, i
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Cumﬂlim‘ee i
1']_\8
an additional £750 million should be provided for the
\greed Ll.lﬂz stries' external finance in each of the three years
Lo - olised industl
beg?
the Ministers sponsoring nationalised industries -
‘+ed the }
Invite
2 gree with the industries how the savings indicated in
L. 1o *8  E(s1) 79 should be found, taking account of the
Annex \Illmistvr'* summing up of their discussion;
Prime * £
to consider urgently, in consultation with the Secretary
ii.

te for Trade and the Chief retary, Treasury, the scope and
5 St? f- reater use of the services of management consultants
needdv‘i’segon the management of nationalised industries,
to a e

it
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LING PUBLIC TRANSPORT SUBSIDIES

CONFIDENTIAL
cONTRO

% W se: o nside!‘ed a Memorandum by the Secretary of State for
mcﬂ (81) 82) on the control of public transport subsidies. Their
port

,nd concluslons reached are recorded separately,

‘mnlﬁ”
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SECRET
. CONROLLING PUBLIC TRANSPORT SUBSIDIES
[ (MITTEE considered a memorandum by the Secretary of State for Transport
(5(81) 82) on the control of public transport subsidies.

T SECRETARY OF STATE FOR TRANSPORT said that the proposals of the Greater London
tomeil (GLC) and of the English Metropolitan Authorities for massive subsidies to
finance low fare policies by London Transport (LT) and by the Passenger Transport
Decutives (PTEs) could result in additional public expenditure of around
265 million in 1981-82, of over £450 million in 1982-83 and of increasing amounts
1 later years, The financing of these additional subsidies would mean heavy
ditiom1 burdens on the ratepayers, including industrial and commercial rate-
Pf!ers. British Rail, the National Bus Company and other private bus operators
:?;::::’:c!d to adopt similar artificially low fare policies or to lose custom,
% hour wor]::mces would suffer. The GLC were also planning to introduce a
Tuthey incn:: we?k for LT and, if this were implemented, it would lead to
Mot gy o e P2y Bill not only of LT but of other transport eperstors
Mtedupeq g, ;ﬂnes.cm"etinz for labour in the same areas. To use existing
* Tighy cmu.s:thhudmg grants would only add to the burden t.)n the ratepayers.
licjeq, iag, ¥as to act urgently to prevent the implementation of low tlre.

T were delays it would prove impossible to retrieve the position

taugq of

the gipes He
e e dlfhculty of imposing sufficiently high real fare increases.
addits "
ditions 4o the transport legislation already planned, to emable him

¢ -
'ppomnta and loans received by LT and by PTEs and to enable him by

ndeg
to lillt e
O’hr o

These provisions

int K
20d to dismiss board bers where Y.

3




! \nacted in time to be brought into effect at the beginning of
e e
dneed L 1982-83. To reduce the possibilities of Pre-emptive action
) ] yeaTs i : -
it jpancid S Metropolitan Authorities, it would be important for the
an i . ; S
5 GLC e reveal its legislative intentions until the latest possible
nt DO " : pge i
.;ofe""mf ghe awbums Legislation on these lines would undoubtedly be contentious,
sent 10 ential to protect the ratepayer and to avoid the serious financial
i vas €s5€ ‘ v ofe
W“uences of doing nothing; he would defend the proposals on the grounds that
consed! Lod bim to jmpose financial limits similar to those applying to the
able i
ey €0 He invited the Committee to agree that he should now

Jtzonalised industries.
ange £0T further work
e

Dparment of the Environment and the Treasury, on the additional legislative
the Del

to be put in hand by his Department, in consultation with

ovisions. He would make further, and more detailed proposals, in September,
1% VINISTER OF STATE, DEPARTMENT OF THE ENVIRONMENT, said that he agreed that the
sucretary of State for Transport's proposals should be examined further to ensure
tiat they could be made to work in practice and on the understanding that the

iecision whether to implement them would be taken in September when the Secretary

o State for the Environment would be putting forward his proposals for control-

ling local government finance; in particular on the withholding of grant in 1981-82,
@ interim measures to increase in the life-time of this Parliament the accounta-
lility of local authorities, and on the longer term alternatives to the present
domestic rating system. He had asked for an urgent examination of the possibility
* enacting the proposed interim measures in time for them to take effect at the
giming of the financial year 1982-83, rather than in 1983-84 as had been

Meviously assumed,

dis i
cUssion the following were the main points made -

a,
voulg
Eivinz
Sinilay

It the Government were to intervene as proposed, the Leader of the GLC
b encouraged to claim that the Government had stepped in to stop him
hearer fares to Londoners; the Metropolitan Authorities would mount
- hre:*x\mfnts. It might be better to let the GLC try to implement their
Pinjon inPOhcy and to leave it to the local electorate and to moderate
eon“‘l“mc the.loc“l Labour Parties to deal with those responsible for the
Peventin 3 it was already evident that moderate opinion in the GLC vas

€ the implementation of some of the more extreme policies proposed
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e ahip This approach would avoid the risk of a constitutional
w the lea.e et central and local government, The Conservative Party
conﬁ‘""t?t?anallv been in favour of devolving responsibility to local
pad trad‘ln‘oﬂand' this might still prove to be the better policy for the
auzhafitl";’ The Secretary of State for Transport's Proposals should be
10“:;:; ;urther in the context of these wider questions of the relation-
const

petween Central and Local Government and of policy on the rates,
ships P
other jhand, irrespective of the proposed legislation, LT fares

On the
b. 2 o5 .
T hetj:lu‘“"‘ﬂ‘i’aa by 25 per cent in October 1981 and this would lead to
wou

supplemen
responsibility for it lay with the GLC, and with any Metropolitan Authorities

vhich acted similarly, but the Government would be expected to be ready with

tary rate demands. When that happened it would be clear that

countervailing action. That pointed to having ready for introduction a Bill
on the lines proposed by the Secretary of State for Transport; this Bill
would be contentious but the Government would be on firm political ground in

fighting for its implementation.

¢, In the meantime, further work was necessary on the details of the
legislation, to ensure that it could be made to work, and on the tactics for
dealing with local authority opposition to it. The Secretary of State for
Scotland's experience of dealing with Lothian Regional Council might be use-
ful in this respect.

:ﬁ:ﬂﬂsm, suming up the discussion, said that the.Comittfellpeed that

lineg ‘hichri of State for Transport should prepare legislative provisions on f.he

Hrit conﬁ; bad proposed in E(81) 82. This work should be cmfed forward in

al ang pnli:nce az']d on a contingency basis; the Committee recognised tl.u practi-

etisiong in ;cal difficulties of implementing it, and they would tak? firm

Tetary op S*Ptember when they would also consider the proposals which the

loea) lwemm:“e_“r the Environment would be putting forward for cc.mtroll on
"t finance. The Committee recognised that, if legislation vere to




50 peginning of th
e 1982-83 financial year
» either as
Proposed by

W en‘cted
;SM"“"Y of State for Transport or to give ea
qures hich the Secretary of State for the Enﬂrlier effect to the
ronment wa interim
s putting £
orvard, it

4 need to be introduced as soon as possibl
= 4 e and
”,,,1,: February 1982; it would have to be at th to reach the o
e 1981-82 Programie and it would be n e expense of othe use of Lords
: ec T
o hich Bill should be dropped. essary to give f ehlilhtm
onsiderati,
tion

he Committee =

Invited the Secretary of
Stat
secretary of Sta e for Tri
prepare, on a 00::i:°: the Envirom“:n:ﬁ:n’ in consultati X
transport subsidies S basis, hlislativthe Chier Siei with
to report further in Sept:mll’::es g d : li’:"g'i"“‘ to cnhi
. s






