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CONFIDENTTAL
STR.ATEGY FOR THE COAL INDUSTRY

ittee considered a joint memorandum, E(79) 50, by the Secretary

o B Treasury, setting out their
espective views on the strategy for the coal industry over the next
r

The Comm ;
for Energy, and the Chief Secretary,

give yearss and a note by the Central Policy Review Staff (E(79) 56)
1

pringing out the main issues for Ministers raised by this paper,

[EE SECRETARY OF STATE FOR ENERGY said that the National Coal Board (NCB)
pad submitted two alternative strategies in the summer, both of which he had
rejected. Their third set of proposals, produced at his instigation, cost
£260 million less over the period, although the cost in the first year
(1980—81) was £30 million higher than the figures Cabinet had approved in
the summer., This was a strategy which he had imposed on the NCB rather than
a blanket endorsement of the Board's own proposals. The Chief Secretary's
proposals required a reduction of a further £170 million over the period.
This would, in his view, require unacceptable cuts in the NCB investment
programme. It was not realistic to suppose that the balance could be found
by further price increases. In his view it was not prudent to plan on price
increases of more than 2 per cent a year in real terms. If, unexpectedly,
the relative cost of other fuels moved so as o permit bigger increases,

this would ease the financing problem. But it was not correct to argue that
the National Union of Mineworkers (NUM) would be able, as in the past, to
finance higher wages by robbing the funds allocated to investment. The
femaining points in his paper, including those dealing with the capital
fucture of the industry, were secondary. The background to his proposals
“as a disgruntled industry, where the extremist wing of the NUM could very

€asily be provoked into industrial action.

- SECRETARY, TREASURY, said that it was difficult on the figures
NG to the Coumittee to justify a programme of the size proposed by the
Secreta_ry of State for Energy. He advocated a level of Government support

r ! :
¥ ndustry £140 million lower over the whole period. There were great
uucertainties

i 1
P about the productivity assumptions in the Secretary of State's

roposals .

assmpti on of
xp

d about the rate of pit closures which they assumed. The

o +
a 3 per cent increase in real wages was optimistic. All pas

B showed that any money allocated to the NCB ended up in the pockets

1
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i about the room for 3 o
e was also sceptical < Per copy

of the miners. H " N y
1 increase in prices, given that the NCB wvas already committeq to

real 1n ' T it :

S Gautwall Blectricity Genereling Board (CEGB) to maintain o Constay;
e e e i

real price of coal over five years. In his view, the strategy shoy] g

ancial targets for the industry, and other

f
start from fin AaCt"’S shoy)g
be adjusted to fit this. He saw no need for any changes in the capity)
e
tructure of the industry at this stage. Any redundancy arrangementg
s

should impose no further charge on public funds.

SIR KENNETH BERRILL said that the CPRS would stress the crucial 1ip

tween this and the other papers before the Committee at their Present

dealing with gas and with electricity prices. Prices were the

be
meeting,
main link. There were doubts about product
The Government could not do much to improve

ivity, real earnings, prices

and the rate of closures.
productivity in the industry or influence
matters which could only be determined at local level, pit by pit. The

the closure rate. These were

only real variables were cash limits and coal prices. There were obvious

constraints on the NCB's freedom to increase its prices, as the agreement

with the CEGB demonstrated. It was, however, relevant that the CEGB's owm

working assumption was that coal prices to them would increase significanily

faster than the rate allowed for in the NCB's calculations. The burden of

adjustment therefore could and should fall on prices.

In discussion, it was argued that there would be a long term need for coal,
well into the future, both as an alternative fuel and as a feed-stock for i
petro-chemical development. In the short term, at least until a large 2O
programme had been completed, there was no alternative to continued high

" s i table
While some conflict with the NUM might be inev

dependance on coal. id it
it was desirable to a7}

during the life-time of the present Government,

. gpd 18
‘ bolic &8
in the immediate future. The NUM attached great importance, S¥© tgest ¥
. inves
to the maintenance of a high level of coal investment. EBarlier o, B

1 0
the industry was nearing the point at which it would begin t° g 1 i

was thus some prospect, for the first time in many years, o the Jet

: : b lo
in productivity. It would be wrong to cut back the programmeé .
agreed, with such difficulty, with the NCB.
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ot this, it was argued that the
n

NCB ha T vi v
. d Persuaded Previous Go ernments
timist

ic assessments t iti
S0 sments of their Position, and to endorse over
tment programmes.

Agad
0 accept OP
aabi 81005 inves The expected improvements in the

Productivit)’ had never arisen. Real wages had always increased, and in
,

+he short term often at the expense of investment, The NUM could not

' On the other hand,
in the world oil Price left plenty of
Gt for further increases in coal prices in real terms

guﬂrantee any long term improvement in productivity,

cent and expected improvements
re

i . This made it

financial commitment should be limited, and

chat the NCB's needs, both for investment and for operating costs, should be
’

jmportant that the Government's

get at the margin by an increase in prices. The consequences of this for

electricity prices would have to be accepted, and made clear to the miners and
to the public. It would also be necessary to seek improvements in the
panagement of the NCB, and if possible to improve the reliability of the
figures they presented to Government. It was more than ever important to
invest in a new generation of nuclear power stations.

THE PRIME MINISTER, summing up the discussion, said that the Committee agreed to
the revised strategy suggested by the Chief Secretary, Treasury, in

Appendix B to E(79) 50, with the exception that the allocation for 1980-81
should be increased by £15 million (instead of the £30 million proposed by the
Secretary of State for Energy). Any additional funds needed by the NCB to
finance investments or to pay for excessive wage increases would have to be
financed by increases in the price of coal. The Secretary of State for Energy

should immediately arrange to see the Chairman of the NCB, and explain this
decision to him,

Situation,

If the NCB argued that it was impossible, within their market

to finance the desired programme from the funds the Government

Y45 Prepared to make available, the Secretary of State should report back to

::rw::d.she would arrange for further Ministerial discussions in the near future.
mportant that these discussions should be concluded before the Cabinet

Sett S s
25 Oled the cash limits for the NCB and other nationalised industries on
Ctober,

If necessary, the tripartite meeting between the Government, the NCB
d the NUM

arranged for 22 October should be postponed.
The Commi ttee _

T 2 :

d;:tulsm?e’ with approval, of the Prime Minister's summing up of t.he;r

accwdié?{}’r and invited the Secretary of State for Energy to procee
b)
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PRICING POLICY AND THE FINANCIAL TARGET FOR THE BRITISH

2. B CORPORATION

Commi ttee had before them a note by the Secretary of State for

(E(79) 51) proposing a future pricing policy for gas, and the method
he

The
Energy

pit jetermining t financial target for the British Gas Corporation (
0

BGC) .

wiE SECRETARY OF STATE FOR ENERGY said that there were good reasons for

regarding domestic gas prices as being between 25 ang 50 per cent too low at
present.  This vas distorting the market by creating an excessive demand for
gas, which meant that the BGC was having to refuse to accept new industrial
customers, and might have difficulty in meeting the full Tequirements of its
existing customers if weather conditions were adverse during the winter.
Arbitrary rationing by the BGC was undesirable, and there were very strong
economic arguments for raising the price of gas over a period to the full
economic level. This would also produce a large income which would help to
reduce the Public Sector Borrowing Requirement (PSBR) and would finance the
necessary additional investment in the gas industry. He proposed a price
increase in real terms of 10 per cent per annum for three years siarting next
4pril, and that he should give the BGC a three year financial target consistent

with that Pricing policy.

In discussion there was a general recognition of the economic desirability

of raising gas prices substantially, and of the contribution that such
Increases could make to the Government's wider policies on taxation. But
*eTious problems were envisaged as arising from the proposed timing of price
licreases,  Next April the Retail Price Index (RPI) would still be relatively
bigh, ang at the same time the public would face increases in rate bills, and,
o0 the Proposals before the Committee, price rises in real terms in the cost

f .
* e0al, gag ang electricity. In the case of both gas and electricity the

l.ndunry Made apparent large profits, and it would be extremely difficult to
Justify puhlicly an increase in prices at that time on the basis of general

fConony arguments, Tt might be necessary therefore to consider a different
Nasing op Price increases, with the increase in April not exceeding the rise

In ¢ h
o RPT, ang with a further increase timed for later in the year, when

the
sh‘)u:ate °f increase in the RPT might be beginning to moderate. Thought

d - i . : . in
fugy 120 be given to the most appropriate pattern of price rises

Years,
4
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n it was suggeste

vident, if there were a tax, Perhapg compq
Tabl, .
|

In further discussio d that the justification fop the
n 1w

rice rise would be moTe e

Pff + to e Petroleum Revenue Tax which creamed off some of the b ’
effec . = e ta : 1t 5 . L -
& could D8 geen 8§ contributing to the Government's policy of Teducg ) e be cons1dered by the Committee in a week's ti
an . W = S time, i 18
personal taxation: A ouild  also be imporvant To ensure that gop, ofnih (he Minister of State, Department of the Environg At
o ent, should let he
r have

s diverted to schemes whij isti an 7 savi
jncreased income to the Exchequer was s es which woulq 4  note on existing energy saving schemes ang incenti
sigy ives,

with the fuel costs of the poorer sections of tl_m commu. by S STHE Schag, ‘

for the current winter, vhich the Seeretary of State for Social Servig The Committee —

be announcing shortly, would probably need to be increased in scale j, f“‘:“l:‘ >
years in the context of; future rises in the price of energy. 3eaq ol re Took n?te"[:iﬂ:‘ .1pprovalf UI the suming up of thed . .
arguable that greater emphasis should be given to policies on energy Congery, :Z; gemgh‘anrcl;f{g;’oinfh;ng;gﬁ: Ltl'ele Secretary of ;gt?;s:s;:: by
Although higher prices would in themselves encourage economy, better insula“: Treasury, to be guided a(‘COrdinzlyf and the Chief Secretary, v,

was a potential source of great economies in fuel use.
In continued discussion it was suggested that many of the economic advantay,
of encouraging a more balanced usage of the different fuels could be achievs
if the Government announced a long-term aim of raising gas prices to a lew]y
equivalence with oil. People making decisions on heating systems would the
know where they would stand in the future. But on the other hand, unless

the moment for, and context of, the announcement was carefully chosen there w:

a danger of adverse public reaction.

THE PRIME MINISTER, summing up the discussion, said that the Committee wers
agreed that as a long-term aim the price of gas should be raised overa period !
4 years to the oil-related level. They were also agreed that the price i
next April should not exceed the rise in the RPI. The Secretary of Stai for
Energy, in consultation with the Chancellor of the Exchequer, and the Chied
Secretary, Treasury, should propose a phasing for subsequent price increasts
which would achieve the desired objective. In considering the phasing thef
should take note of the long~term trend of the RPI, and also the seasomel

impact of changes in it. op would

be 1 Because the income arising to the ExcheqW
owe ; A :
s :;ePlrt:Lcularly in the early years, compared to the * o Snpt
5 o .
’ Chief Secretary, Treasury, should report to the Committe

consequence LB
s of the proposed phasing for public expenditure decisi®
t the

whicb

ons 18 ¥
o on t*
g
studies should
SR, be pursued urgently, so that they would not disrP
d r i i
ERSIIe f0r settling the cash limits of nationalised industri®®’

D)
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CONFIDENTIAL
POLICY AND THE FINANCIAL TaRg

ET FOR
5 Pﬁgan«DUSWY (ENGLAND AND WALES) THE ELECTRICITY
o

i e had before them a memorandupm by the Secret
» Committe ary of State for

(E(79) 52) seeking agreement to Proposals for 4 financi

fergy al target

Jciated pricing strategy for the electricity industry i
ss g
ad 8

n England
and Wales.

msmﬂY OF STATE FOR ENERGY said that as with gas, it was desirable
that the proper economic price should be charged for electricity, In this
case the current degree of undr;rpricing was estimated to be between 5 and
10 per cent, and he proposed a programme of increases over a number of

vears to0 correct this.

THE PRICE MINISTER, summing up a brief discussion,Asaid that the same basic
arguments applied as in the case of gas. There was more uncertainty about
the appropriate economic price for electricity, because it was not directly
in competition with oil, and the long run marginal cost estimates relied on
the assumed efficiency of the industry. Nevertheless, it was reasonable to
have a target of raising the price in real terms over a 3 or 4 year period,
provided that the increase in April 1980 was not larger than the RPI. As

in the case of gas, the Ministers concerned should prepare proposals for,

and examine the financial implications of, a phased programme of increases to

bring electricity Prices to the appropriate economic level.

The Committee —

Took note, with approval, of the summing up of their discussion by
the Pripe Minister, and invited the Secretary of State for Energy,
:he Chancellor of the Exchequer, and the Chief Secretary, Treasury,
0 proceed accordingly.

Cabinet 0213 0
October 1979
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