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INDUSTRIAL POLICY RECOMMENDATIONS

A Paper by Mr. Heseltine

Our industrial polioy depends on the conviotion that the only certain
way to stimlate the industrial” economy is to créate sufficient confidence
amongst decision takers that new investment will earm the prof: they cone
sider nocessary to justify laying out the remources Tequired and taking the

risks involved.

The factors that go to make up that confidence = for example public
expenditure, inflation, tax, price and dividend restraint and employment
policies ~ ale very largely outside the ¢ red aotivities nt
of Industry. To this extent {he impact of the policies of this department
oporates at the margin affecting only s tiny nwsber of companies. The
publicity ding, these es can h have ar impaoct out o2 all

(" sccord with their number.

This paper does not contain recommeadations on polioy towards the nation-
alised industries or on regional policy. These aspeots are still under CTom~ —
si¥eTation by policy groupst

A Policy fuwards oxisting Industry Aubs
1.  Industry Aot 1972

Controversy Lis always surrounded ths use of Sectionnl (aid in the
regions) and Section !_(&id outside tha regions) of this Xot, which gave
government discretionary powers to provide finanoial assistance to industrial
companies. Safegnards on the use of these powers - namely that they could

only be used where financial agsistance was available in no other v, that
;wmmmmwummm@ﬁ*m
1ot more than 50 per cent of & company's share capital be acquired undsr
5.8 —"WeTe Yewved By Labour under the 1975 Industry Act. To repeal Sections
T and 8 would leave government in a who 3 6 position where it was
unable to act quickly even if it felt a partioulaT industrial orisie merited
ag P It would“doprive a Conservative Government of the
power to provide limited and temporary fimancial assistance to company, It
would involve reverting o the 1970-72 position which we ourselves®abandoned
n the light of our experience. It would remove from our government powers
commonplace in competing economies. It would also expose us to the
risk that our general progress across a broad field would be discredited
because our policy was associated with one apectacular collapse where we
were seer to have given up any power to assist.

Therefore I recomme

(i) that the Industry Act 1972 and the Section w;verﬂ, bo
retained by a Conservative Government.

(11) that the safeguards ‘on the use of Seotion 7 and 8 powers,
removed under the 1975 Act be restored, together with the
guarantee of a parliament. debate_on th uss, (ret:osgeo—
Yively necessaryJ, Wi ver agsisiance in excess of &5 million was
was granted under Section 8. (Thgp\a\meomnd&tions ould be
included in tpqgohén and in‘an eventual manifesto which should
8tiess that these powers would only be used as a short—term
expedient to establish long-term viability). )

I propose cne additional safeguard ae outlined in paragraph 2(a)IV.

[eve 24



2.  Industry Aot 1975

We are pledged (H&msa.rd '7.2‘-7“5’?"05.::' 965) 'E’o‘v'repeal this Act following
a deoision of the Shadow Cabinet. s S——

I recommend that we maintain that public commitment.

, However, this Act contains some roversial pro—

y and
visious on snsh metters &s ‘a&rp:bun“digﬁ credits and NRDC.

“Gar, peforred option should’ thekefore be. to repeal ths Aot in toto
and o' rédtoce any nonmcontroversisl parts in the same Bill, amended where

aN‘

necessary. Ahocordingly, the principal provisions of the 1975 Act concerning
the NEB, Planning Agreemen}s,, Prebibition Orders and Disclosures are discussed

below.'

I recomilie'nd"t;mﬁ;_ws' declare our jntention of vwidding v the NEB in its.
prerent form, ﬁharevsr"p‘c:ssible iis sharekoldings should be _gold back 4
the privaie nector. However, some of the NEB shareholdings We inherit are
todsy tmsaleable To the private sector (e.g, Rolls Royce 1971, British Leyland
28 8 whole, Alired Horbert); *Thorsvore, & holdifg bompary will have to be,
retained unless’ we travsfer tne holdings back to government departments. 1.

1'believe there are argumenis for using commercial managers to eorutinise and
monitor steta holdinge thra keert) igse ectitiee, 8% one remove.from

S 7%, 1168 6ETJTLeE 3% O08 remog £

litical aud Lureeunraiic interference,
— Pl el

¥We slovld azccordingly:

/7 (1) chasige ‘the name of the KB to emphasize the chenge in its ) ./
&ﬁgml — . S A
(€293 ‘x'er.".'x}_é, ‘Ehn m-s funciion of’!‘eri_;é;\ding publi.c nwnémhip inte
" profitable zreas of manfagtiring thdustry; el

(113) obligs the N 46 '8l its shares back to the vprivate’sec'tor;
88 soar, hould ba pragticabls; :

1oy of goverament without originating
o7 n§ ﬂ TNQticn &8 % bospital as abuve

Ttake ‘guly thos guc-za’uh_are'"it Ts6d the tightly
' ’l 7 dﬁ, I’ 515 Tndusiry Aci on, behalf of. the)

an vadditim‘.t‘:,l‘,éh’eck on tha wse o these powers the
Indusiirial Developmont Adyigory %oard ( set up under the 1972
Act to edvise the Secrsiary of State) should report in
addition %o a select commities of the House of Commons-on the

. workings of the Act in order that detailed parliamentary
scrutiny be oreated to replace the inadequats procedures now
followed, ™ R .

These proposals shcmlq_ be #et ont inlﬁpeeohes and in our

detailed enifesto.

(b) Pleming Aprecrents”

Pla.nmpé ‘Agreements ‘under “the 1975 Act are ‘v luntapy. T very much doubt
if any com.}e.'q‘y will become invvlvéd,a‘ge.inst ite interests. Ve are maeptical

and should femais sos

[oee I recommend
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I recommond that consultations be taken with any companies after our

return to power who have g&g%;&%_ Ts before finzlly reaching a
decision to end agreementd, and before ng any public commitment to do
80, e :

~—
(c) Prohibition Orders

These are powers to prevent control of British companies passing into l/a-ﬂb
foreign ownership. We have not objectei to these provisions in principle . “‘O

although there are criticisms of detail. I do not recommend any change in
that position.

(d) Disclosure Provisions

These have proved distasteful to private industry and were fought by
us during the passage of the Bill. I doubt if they will be used by thie
government.

I recommend that we maintain our Sommitmnt to remove them from the
statute book. e ——

3. Aircraft and Shipbuilding Bill

If the Bill is enacted we are pledged to alter the companies concerned
back to private ownerskhip in whole or in par+,

I recommend thai we maintain that public stance and place in our manifesto
in the event of its ever becoming law cur intention to selli off the interesis

of British Shipbuilders and British Aerospace to the Private NOCLOP 85 Tar
as should be pomsibie. THIS Gomuilment wc;%l'd be similar to our commitment to

dispose of the shareholdings of the NEE,

B. lolicy to segure a more profitable and effioient enviranment for British
Industry and a bimeficial partnership hetween CGovernment and Industry

In all advanced free enterprise economies there is inevitably a close

degréé of inte: enasnce  betwes ent and Industry. e difference
otween other countires and our cwn is that elsewhere governments see it as a
priority fo industry wherever possible and in whatever wey whereas here

industry belfeves itself under =: . Our policies must be designed to
7 convince Industry %ha J partnerchip can be developed between
v government, industry, ons and the finanicizl Institutious in order to:

(a) identify the main impedimenis to greater efficiency and growth,
and propose how they shovli be surmounted;

role inCgmcit opand relate{government investment strategd
with potential markete for the private sec or, particularly
overseas,

{b) indicate i tment decision where governments might have 2

(c) enticipate the future problems and opport\mities’for each sector i )

,7 %o ensure that problems are confronted as early as possible and

show what action can be taken by any of the partners which would M

e of Holp vo[ash ssetors]

The revitalisation of industry can only be achieved by industry itgelf,
and by Government allowing enterprise, skill and competitiveness to have its
opportanity and its reward.

/«.. However,



y our next g will have an inescapable contribution to
make to reverse Britain's relative post-war ﬁﬁ?ﬂﬁiﬁﬁm :
inadequaie jnyestment-levels. The NEDCe are the best framework within which

0 conduct any necessary par P between and Industry simply
because they already exist and no time consuming, controversial legislation
%is needed. Some thirty industrial sectors are now involved in an appraisal

of their future.

I therfore moo’nme!;d that in public speaches the role of the NEDCs be
recognised and we commi} ourselves to continuing with the sectoral appraisals

I mentioned. v
nance for Industry
There is no evidence for the financial seotor's inability to meet

industry's cash vequirements. We suffer from lack of profit not lack of
funds. I do not therefore wish to make any long-term proposals in this area.

If we were now in g I would a tax rebate scheme to profite
able companies .to. bring forward investment but the need for this could be
overtaken by rising inyest next year, However, I recomuend

that we take effecsive steps towards essisting profitability and confidence

by 5
Hoo?

(i) promising the renegotiation of the statutory price cods on

industrial producty to stimdat@jgvestmqn PP

(ii) applying iw“_for assessing taxable profits as
well as book profits, meanwhilp continuing tHe present system
of: allowing: stock appraciation-to be deducted for corporation
tax purposes. .We.should repeat our commitment that deferred
tax liabiliiy arising from the Heaiey scheme will not be
collected.

I recommerd that we meintain our public commitments on these points.

Finanoial Effects

Eyact savings to the exchequer are hard to assess, as expenditure is
dependent upon the level of Industiy Aot assistance to industry which we
choose. There ought, however, in any economic conditions to be substantial
savings on the Covernment's proposed annual.£225 million NEB budget.

We should say this publicly.

c ive par t, MA/AME
24 014 Queen Street, London, S.W.1. 3.6.76



MT separately read & annotated a second copy of
Michael Heseltine's paper, which follows:
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INDUSTRIAL POLICY RECOMMENDATIONS

A Paper by Mr. Heseltine

Our industrial policy depends on the conviction that the only certain
way to stimulate the industrial economy is to oreate suffiocient oconfidence
amongst decision takers thet new investment will earn the profit they con-
sider necessary to justify laying out the resources required and taking the
risks involved.

The factors that go o make up that confidence — for example public
expenditure, inflation, tax, price and dividend restraint and employment
policies ~ are very largely outside the oponsored activities of the Department
of Industry. To this extent the impact of the policies of this department
operates at the margin affecting only a tiny number of companies, The
.. publicity eurr ing these es8 can h r have an impact out of all
C‘ accord with their number,

This paper does not contain ons on policy ds the nation~
alitsed industries or on regional policy. These aspeots are still under cone
sideration by policy groups: ‘

A.  Policy iowards existing Industry fots

1.  Industry Act 1972

Coniroversy his always surrounded th) use of Section (aid_in the
regions) and Section 8 (aid outside ths regions) of this ct, which gave
government discretionsry powers to provide financial assistance to industriel
companies. Safeguards on the use of these powers — namely that they could
only be used where financial assistance was available in no other way, that
shares acquired be disposed of as soon as was reagonably practicable, and
that not more than 50 per cent of a oompany's share capital be acquired under
5.8 = were removed by Laboar under the 1975 Industry Act. To repeal Sections
7 and 8 would leave government in & wholly inflexible position where it was
unable to act quickly even if it felt a particular industrial orisis merited
a government presence. It would deprive a Conservative Government of the
power to provide limited and temporary financial assistance to any company. It
would involve reverting to the 1970-72 position which we ourselves abandoned
in the light of our experience, It would remove from our government powers

commonplace in competing economies. It would also expose us to the
risk that our general progress across a broad field would be discredited
because our policy wes associated with one spectacular collapse where we
were seer to have given up any power to assist.

Therefore I_recommend:

(1) that the Industry Act 1972 and the Section 7 and 8 powers, be
retained by a Conservative Government.

(1) thet the safeguards on the use of Seotion 7 and 8 powers,

removed under the 1975 Act be restored, toE&ther with the
of a parli ry TeE&%e on their use, (retrospeo

tively necessary), whemever assistance in excess of EE million was
wa3 granted under Section 8. (Thesa recomnendations shou. 8
included in speeches and in an eventual manifests which should
stress that these powera would only be used as a short-term
expedient to establish long-term viability).

I propose one additional safeguard as outlined in paragraph 2(a)IV.

[ove 2.



2. Industry Act 1975

We are pledged (He.nsnfé'41-2-75. 'col.'965) o repeal this Act following
@ decision of the Shadow Cabinet, . o

I recommend that we maintain that public commitment.

However, this Aot ooutainsAsomg necessary and non-controversial prow
visions on such matters ag ship-building, credits and. NRDC.

Our_pmférreé‘option should therefore be %o ;repeal the Act in toto
and to restore any non-controversisl parts in the same Bill, amended where
necessary, Acoordingly, the principal provisions of the 1975 Act concerning

the NEB, Planning Agreements, Prohibition Orders and Disclosures are discussed
below, =~

(2) National Enterprise Board

I recommeénd that we declare our intention of winding up the NEB in its N
present form. erever possible its sharekoldings should be sold back to
the private mector, Yowever, some of the NEB shareholdings we inherit are
today unsaleatle to the private secter (peg. Rolls Royce 1971, British Leyland
a8 a whole, Alrred Herbert), Thersfore,. a holding company will have o be
retained unless we transfer the Holdings back to government departments. I
believe there are arguments for using commercial managers to sorutinise and
monitor state holdings thus keeping those, ertitiec at one remove from
political and bureeucratioc interference.

We should accordinglys

(1) ohange the name of the ¥EB to emphasize the change in its
function;, .

(is) rer:ve tl’:e,ym;a function of éxﬁendiug puhlié ownership into
pmfita.ble_‘ &aread of mapufacturing industry;

(i13) oblige the Nili to s311 its skiares back to the private sector,
as soor as should be practicabla;

(iv) use the new body as an agency of government without originating
powers of its own.. Beyond its.function a8 a hospital as above
it would underteke only those acts where it used the tightly
controlled powers of the 1972 Induairy Act on behalf of the
Secretary ¢f State.

As an additioral check on the uss of these powers the
Indusirial Development "ldvisory Board (. set up under the 1972
Aot to advise the Seoratary of State) should report in
addition to & select committee of the House of Commons on the
workings of the Act in order that detailed parliamentary
sorutiny be created to replace the inadequate procedures now
followed. T )

These proposals should be set out in apeeches and in our
detailed manifesto, »r .

S /] —
(v) Planning Agreements | ° L 7L < ML‘*, .;M“‘\: L Zad
- . . e
Planning Agreements under the 1975 Act. are voluntary. . T very much doubt N
if any comdany will become involved ‘against ite interests. . We are aceptical
and should remain ec. . L

/+++  Lrecommend
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I recommond that consultations be taken with any companies after our
return to power who have plamning agreements before finally reaching a
decision to end agreements, and before making any public commitment to do
80, - EEE Co e - .

(o) Prohibition Orders "

These are powers to prevent control of British companies passing into \) “Y
foreign ownership. We have not objected to these proviasions in principle o
although there are criticisms of detsil. I do not recommend any change in
that position, d

(4) Disolosure Provisions

Thess have proved distasteful to private industry and were fought by
us during the passage of the Bill.. I doubt if tkey will be used by this
government. SR

I rocommend that we maintain our ogmmitment to Temove them from the %
statute book. [

3. Adroraft and Shipbuilding Bill

If the Bill is enacted we.are pledged t:
back to private ownership in whole or in part

the companies concerned

I _reconmend that we maintain that public stance and place in our manifesto
in the event of its ever becoming law our intention to meli off the interests
of British Shipbuilders and British Aerospace to the private sector as far
as should be poreible, This comnitmeni would be similar to our commitment to
dispose of the shareholdings of the NEE.

B, lolicy to securs a more profitable and efficient enviconment for British
Indugtry and & bmeficial partnership hetween Governmews ani Industry

In all advanced free enterprise economies thers is inevitably a close
degree of in j¢ t and Industiry. The difference
between other countires and cur own is that elsewhere governnents sse it as a
priority 4o help indusizy wherever possible and in whatever way whereas here
industry believes iiself under attack. 'Our polieles must be designed to
convince industry tuat a constructive nership can be developed between
government, industry, unions and the financial institutions in order to:

(a) identify %he main impediments to greater efPiciency and growth, __9
and propos® how ?Eey BHOVIL 56 BRTMounTed; .

(b) indicate investment decision where governments might have a
role in e';%mm_?e’m vernment investment etretegy
with potential merkets foﬁmmﬁm
overséass

Po

(a) anticipate the future problems and opportunities for each sector
1o emsure that problems are confronted as early as possible and
show what action c2n be taken by any of the partners which would
be of help to each sector.

The revitalisation of industry can only be achieved by industry itself,

and by Government allowing enterprise, skill and competitivenesr to have its
opportunity and its reward.

Josn However,
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However, our next government will have an inescapable contribution to
meke to reverse Britain's relative postewar industrial decline and present
inadequaie investment levels. The NEDCs are: the best framework within which
to any ¥y par p between and Industry simply
because they already exist and no time consuming, controversial legislation
is needed, Some thig industrial seciors are now involved in an appraisal
of their future,

T therfore recommend that in publio speeches the role of the NEDOs be

recognised and we commit ourselves to continuing with the sectoral appraisals
T have mentioned, : ~—¢¢

Pinance for Indusiry

There is no evidence for the financial sector's inability to .meet

i ¥'s cash requi We' suffer from lack of profit not lack of
funds. T do not therefore wish to make any long-term proposals in this area.
If we were now in g I would & tax rebate scheme 1o profite

able companies to bring forward investment but the need for this could be
overtaken by rising investment intentions next year. Hovever, I recomusend
that we take effective steps towards assisting profitability and confidence

(i) promising the renegotiation of the statutory price code on -S
indusirial producte to stimlate investment;

(i1) applying inflatiop accounting for assessing taxable profits as
well as book profits, meanwhile continuing the present system
of allowing stock appraciation to be deducted for corporation
tax purposes. We should repeat our commitment that deferred

tax 1iabiliiy arising from the Heaiey schems will not be C R P
collected, *
e fr
I recomme:d that we maintain our public commitments on these points. cer
—

Financial Effests

Eract sevings to the exchequer are hard to assess, a8 expenditure is
dependent upon the level of Industuy Act assistance to industry which we
chocse. There ought, however, in any economic conditiens to be substantial
savings on the CGovernment's proposed annual £225 million NEB budget.

N —
We should say this publicly.

- s

Conservative Research Depariment, MH/AME
24 014 Queen Street, London, S.W.1. 3.6.76



